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Speculating about the future is something almost everyone does. With increasing
frequency attempts are being made to forecast or predict future events and, of
course, such forecasts are frequently cranked into long-term business decisions. As
yet, few efforts have been made to “ grade" predictions on the basis of accuracy.
Much effort, however, has been devoted to the mechanics of prediction schemes.
Few people are willing to make long-term predictions, record them, and then
have them appraised after the fact. A somewhat unique opportunity exists now to
review some predictions made in the mid-50s and relate them to the real world that
has evolved.
In early 1955, Peter Drucker, that pre-eminent management analyst, wrote a series
of four articles in Harper s magazine. The series was billed as “ America's Next
Twenty Years. After the initial publication, the articles were revised and extended
and incorporated in a 1957 book of the same name. In the last of Drucker's articles he
noted the “ Eleven Coming Issues in Politics." Since 1976 is undeniably a political
year, it might be interesting and revealing to compare Drucker's view of the coming
issues with what actually transpired.
Water was listed by Drucker as his first coming—and then even a new—issue.
Given relatively recent concerns about the supply and quality of water, Drucker
must receive a plus on this item.
Power, especially electrical, was Drucker's second coming issue. Since his
pronouncements, energy in the broadest sense has surpassed electrical power as an
issue. Drucker believed conflicts over nuclear energy would be persistent. While
these arguments are undoubtedly important and still with us, they must be
subsumed under a new and broader energy problem.
The third coming issue was transportation. You may remember that in the mid-50s,
the Federal Interstate Highway System had not been proposed, that railroads were
much more important than now, and that airlines had not achieved their leading
role in the transport of people. Drucker was especially concerned about the lack of
adequate highways and the continuing problems of regulation.
Housing was another major issue. In the twenty years since Drucker's analysis, we
have seen a period of rapid growth in single-family housing, followed by an upsurge
of multi-family units, with, more recently, the near demise of reasonably priced
traditional one-family homes because of cost. Drucker foresaw the high demand,
the incipient cost problems, and the need for urban renewal programs.
Drucker's next issue concerned pressure on the school. He foresaw the need for
at least 50,000 new classrooms a year for a long time. Further, he expected a
tremendous increase in college enrollments. Because he did not foresee the
unexpected downward change in birthrates, Drucker's long-term estimate of the
need for school facilities and personnel at all levels missed its mark.
Drucker also thought that labor unions would begin a drift to lesser importance
but without any diminution in labor unrest. Although he thought unions would lose
some of their importance, he did foresee the unionization of many white-collar and
governmental employees.
The demand for equality, with reference largely to Negroes, is another instance
where Drucker was right on the mark.
In one of his statements, Drucker commented on new ideas on money. He
pointed up the onerous imposition of high corporate income taxes and noted the
a verse effect of this tax on the provision of capital, especially for new enterprises.
e U|T
n°ted that federal spending was not planned in terms of operating and
capital budgets. Even today one would have to be a careful and astute student of
federal finance to come up with something that might be called a capital budget.

Drucker's next issue was inflation. He pointed out some of the adverse effects of
inflation, largely that of breeding class hatred and destroying the middle class, and
conjectured rightly that inflation would continue either as an overt or implicit
governmental policy.
Drucker also noted a development with which Montana has had a recent and
continuing involvement. That is the possibility especially at the state and local levels
of changing long-established governmental organization. While noting that the
federal government cannot do all that is demanded by the electorate, he did note
the limitations of dispersed and fragmented local units. He foresaw accurately the
development of regional entities to face some of the problems and needs of the
nation.
Drucker's final issue involved his belief that the United States would become a
"have-not country." He did not anticipate that the United States would be
completely dependent on the rest of the world. Instead he foresaw increasing
dependence on foreign sources of raw materials, something that has become most
apparent in the instance of crude oil and some minerals. With this growing reliance
on other nations for some essential inputs to our economy and way of life, Drucker
saw the continuing need for the export of American capital, working toward freer
trade, and the rapid industrialization of the underdeveloped areas of the world.
Although Drucker did not mention specifically the world oil situation, we can easily
realize that in some respects we have indeed become a have-not nation.
On balance, one must give Drucker good marks for pinpointing some major
problems. Drucker's expected concerns and their impacts were developed largely
without the use of abstract, complex, and extensive mathematical models so
frequently used today. However, in appraising Drucker's predictions, we find that
one major change which he did not foresee drastically affected some of his issues.
This was the surprising drop in the nation's birthrate. By the mid-70s, the
phenomenon had cumulative effects that reduced the pressures on many schools
and changed some of our views about the kind of housing needed for our
population (note the widespread use of mobile homes and the sizable transient
population). Nonetheless, there are growing areas within the country wherein we
still have substantial housing shortages and severe pressures on schools.
Drucker obviously was not the first to anticipate and report moderately long-term
changes. Lest any of you think he is the last or even the most daring, please note that
Herman Kahn, an analyst closely associated with "futurism," has recently written a
book. The Next Two Hundred Years. Perhaps someone in 2176 will judge how close
he came to the mark.

Rudyard B. Goode
Dean
School of Business Administration
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UNEMPLOYMENT INSURANCE IN MONTANA
The costs, benefits, and rules of coverage that affect
Montana employers and employees
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T h e frontier philosophy espousing self-reliance
and in d e p e n d e n ce p ro b a b ly captures the
imagination of many Americans. For over two
centuries we lived on and near the land. Then, with
the growth of population and cities, expansion of
in d ustrie s, adve n t o f large-scale facto ry
production, and development o f massive markets,
workers became increasingly dependent upon the
actions of others for their economic well-being.
Depressions and recessions w ith cyclical
unpredictability wreaked financial misfortune on
thousands then millions—of American workers
and their families.
A negative feature of capitalism is unemploy
ment.1 John Commons stated: “ Unemployment is
the outstanding defect of capitalism.” 2 Joseph L.
Cohen observed: “ Unemployment has been well
termed the shadow-side o f progress. It is essentially
a by-product and characteristic of this, the latest
stage, the capitalist stage, of production.” 3
Considerable progress has been achieved during
the past forty years toward reducing the full impact
of unemployment. The coming years promise even
greater challenges arising from a rapidly-growing
labor force, continued technological innovation
(and obsolescence), and employment expansion

U n em p loym e nt may also exist in a socialistic system.
Underemployment may be m ore likely.

2Sam A. Lewisohn and others. Can Business Prevent
Unemployment?(New York: Alfred A. Knopf, 1925), p. 152.
Joseph L. Cohen, Insurance Against Unemployment
(London: P.S. King and Son, 1921), p. 17.

(and contraction) in many organizations. Changes
come rapidly in the 20th century; often they affect
large numbers of families. Furthermore, there
appears to be an equilibrium , d ifficult to establish,
between social legislation and the ability to
maintain incentives for people to want to work and
work at their highest levels of ability. It would
appear that the future of capitalism in the United
States will be determined to a significant degree by
how intelligently we develop programs for the
social security needs of our people, w ithout
destroying individual incentive.
The object of social security is to provide income
protection for workers and their families. Three
major social security programs provide the majority
of benefits aimed at maintaining a continuation of
income to families. They include: (1) retirement
payments, (2) d is a b ility in com e, and (3)
unemployment insurance benefits. The intent of
this article is to supply the reader with information
about the objective s and o p e ra tio ns of
unemployment insurance programs and how
Montana employers and employees are affected.
We hope to treat the topic of workmen's
compensation in a future article.
The topic is timely and controversial. With the
most severe recession since the 1930s recently
ending, Montana's insurance trust fund has been
severely taxed; o ffic ia ls have resorted to
borrowing. Unemployment rates in the state
usually have exceeded those for the nation.
Federally-legislated increases in benefits have
expanded coverage and increased the duration of
protection. The well is dry—temporarily.4 In
a d d itio n , actual and im agined abuses of
unemployment benefits have received national
attention and raised the ire of many. Examples such
as the Michiganite sunning himself on a Florida
beach, drawing unemployment payments while
not seriously seeking work, cause no little
consternation among the public.
This article w ill explore the area of unemploy
ment insurance by reviewing its legislative history,
examining the objectives of unemployment
insurance programs, looking at the major
economic and social features, and describing the
o peration o f u n e m p lo ym e n t insurance in
Montana.

A forty-year history of
unemployment insurance
The federal enabling legislation for unemployment
insurance is found in Titles III and IX of the Social
Security Act of 1935. It was preceded by insurance
plans in Western Europe dating back to 1893 and,
within the United States, by a Wisconsin law passed
in 1932. W hile a number of states were interested in
establishing their own unemployment insurance
programs, a major inhibiting factor was the fear that
firms in those states would be at a competitive
disadvantage to those in states w ithout similar
legislation. The Social Security Act of 1935 removed
this obstacle to interstate competition by, in effect,
mandating unemployment insurance programs in
all states.5*
The Act of 1935 required that employers having
eight or more employees who worked during at
least twenty weeks in a year must participate in the
unemployment insurance programs. In Montana,
state law has always provided that firms with one or

4For recent views of employment/unemployment in
Montana and what the future holds see Maxine C. Johnson,
"Montana's Economy: Where It’s Been and Where It's
Going/' Montana Business Quarterly, Winter 1976, pp. 616, and, from the same issue, Paul E. Polzin, "Employment
Projections for Montana to 1985," pp. 17-24.

^
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5For an excellent history of unemployment insurance and
operation of programs see William Haber and Merrill G.
Murray, Unemployment Insurance in the American
Economy: An Historical Review and Analysis (Homewood,
III.: Richard D. Irwin, 1966). Also see Daniel Nelson,
Unemployment Insurance: The American Experience
1915-1935 (Madison: University of Wisconsin Press, 1969)
and Joseph M. Becker, ed. In Aid of the Unemployed
(Baltimore: Johns Hopkins Press, 1965).
A contrast of arguments about national insurance
programs is found in I. G. Gibbon, Unemployment
Insurance: A Study of Schemes of Assisted Insurance
(London: P. G. King and Son, 1911) and the National
Industrial Conference Board, Unemployment Insurance in
Theory and Practice, Research Report No. 51 (Washington,
D.C.: The National Industrial Conference Board, June 1922).
The NICB's position through the 1930s was anti
unemployment insurance programs at the federal level; the
Board stressed, instead, methods for prevention of
unemployment.
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more employees were covered. Originally, the
federal law excluded several important categories
of workers, such as agriculture employees and
employees of nonprofit organizations—including
government workers at all levels. Employee
benefits were lim ited to a maximum of sixteen
weeks.
The Act of 1935 established a federal tax on
payrolls. State participation was voluntary.
However, when a state enacted acceptable
unemployment insurance legislation, employers
could credit taxes paid to the state against 90
percent of the federal tax. “ Effectively, then, the
choice available to the states was whether or not to
join a costless unemployment insurance system.
Employers in the state paid the same tax in either
case. 6 This “ tax offset” ensured passage of
enabling legislation in all fifty states. Originally, the
federal tax was 1 percent o f total payroll (growing
to 3 percent two years later). Today, a tax of 3.2
percent o f payroll up to $4,200 per worker is levied
on employers. However, they remit 2.7 percent of
payroll (up to $4,200 per worker) and pay it to their
state governments to pay unemployment claims.
Several changes in the basic federal legislation
have occurred over the years. Coverage was
extended in 1956 by making it mandatory for all
firms with four or more employees, rather than the
original eight. Separate programs were established
to provide unemployment payments to exservicement and federal employees. Extensions of
benefit periods commenced with the recession of
1958 and have continued to the present time. The
normal maximum duration of benefits in Montana
is twenty-six weeks. With extended benefits under
state law and federal legislation, the maximum
stretches to sixty-five weeks.7

The private and public objectives
of unemployment insurance
The unemployment insurance program in the
United States was a departure from welfare and
relief programs. Recipients of welfare and relief
programs had traditionally received assistance
6Steven P. Zell, "Unemployment Insurance: Part I:
Programs and Procedures," Federal Reserve Bank (of
Kansas City) Monthly Review, February 1976, p. 12.
7Montana statutes provide for twenty-six weeks of "regular
unemployment insurance" and an additional thirteen
weeks of "regular extended benefits." These benefit
periods are permanent. The additional twenty-six weeks of
federal supplemental and modified benefits, as of this
writing, are temporary.
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based upon their needs, regardless of past
employment experience.8 The major objective of
unemployment insurance was to insure workers
against lost wages resulting from adverse economic
conditions. Insured workers are those who have
been employed in a covered industry and have
earned wages or salaries upon which taxes have
been paid by their employers. Thus, the benefits
they receive are essentially a proxy fo r lost wages.
U n e m p lo ym e n t insurance as presently
constituted may also contribute toward achieving
th re e a d d itio n a l o b je ctive s, nam ely: (1)
stabilization of the economy during economic
declines by maintenance o f purchasing power of
une m p lo yed persons, (2) sta b iliz a tio n of
employment through the use of economic
incentives for employers to retain employees, and
(3) provision of services such as counseling,
training, and placement to assist the unemployed
locate new jobs.9
The first goal of economic stabilization is derived
from Keynesian economics and the postulate that
government transfer payments during economic
downturns moderate economic decline by
providing purchasing power to consumers. The
second goal of employment stabilization is, in
theory, to be achieved through rewarding
employers who attain stable employment and
penalizing those who do not. The incentive is a tax
rate which varies with the employer's “ experience
ra tin g .” In tu rn , th e e xpe rie n ce ra tin g is
determined by the size of balance of each
employer's insurance account to which tax
payments are made and from which benefits are
paid to qualified unemployed workers of those
em ployers. The th ird o b je c tiv e , assisting
unemployed persons to locate employment, is
accomplished primarily through the affiliation of
the unemployment insurance program with the
U.S. Employment Service: Benefit claimants are
required to register with the Employment Service
p rio r to re ce ivin g paym ents. W h ile the
u n e m p lo ym e n t insurance system ve rifie s
claimant's availability and willingness to work, the
Employment Service provides testing services of
applicant's abilities and makes references to
suitable jobs.10*

8„ eor?.e ^ oc^e* Entitlement to Unemployment Insurance
Benefits (Kalamazoo, Mich.: W. E. Upjohn Institute,
September 1973), p. 1.
9lbid., p. 2.
10The Employment Service is an independent program
administered by the Employment and Training
Administration of the U.S. Department of Labor.

U n e m p lo y m e n t Insurance in M o n ta n a /T h o m a s O. Kirkpatrick

Economic and social considerations
W ith over fo u r decades o f e xperience,
unemployment insurance is well established in the
American economic system. Wage earners support
it as a form of economic security to provide
purchasing power when they losd their jobs.
Employers, as a group, probably support the
concept of unemployment insurance as desirable
and necessary, although they are critical o f various
aspects of the program. On the one hand, benefits
paid to unemployed workers become spendable
income, while, on the other, that income is derived
from taxes employers pay. The following discussion
presents the more salient arguments regarding the
structure of unemployment insurance programs
and the m ore co ntro ve rsia l features they
incorporate. A comprehensive and thorough
investigation, however, is beyond the scope of this
article.
Most of the criticism about unemployment
insurance tends to be directed at a relatively few
components of the program. Haber and Murray
observed:
On most topics many specific arguments are marshalled
for and against the provision at issue. But often, if not
always, these specific arguments are used because they
support general attitudes. Some of these attitudes are deepseated and show that ideas and viewpoints that have long
existed in a society die slowly.11

For many years, being unemployed was seen as
indicative of a serious character flaw. As one
account stated:
. . . before the end of the nineteenth century, the
unemployed were not encouraged to advertise their state.
Indeed, they would be regarded as little less criminal than a
thief. Thus in Maryland in 1776 a thief was branded with a T
on his left hand, and the rogue or vagabond—the
unemployed man—with an R on his shoulder.12

11Haber and Murray, op. cit., p. 127.
12Cohen, op. cit., p. 7.
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But unemployment in the 1930s struck executives,
skilled workers, and others not usually affected;
this brought about a general realization that
efficient and industrious workers were also subject
to the loss of jobs.
The trend toward welfare capitalism. For almost
half a century “ laissez faire capitalism” has been
undergoing a transformation into what could be
called “ welfare capitalism.” In this connection, a
number of the issues in unemployment insurance
are also related to other social insurance and labor
legislation. Max Lerner cited the central themes,
writing:
. . . what has emerged in each area of welfare is the
acceptance of the principle of responsibility but with the
least challenge to private enterprise, the least burden on the
tax structure, and the greatest reliance on the voluntary
principle. The broad formula has been for the government
to set a floor below which security and welfare cannot
fa ll. . . . «

Over the years, employers have attempted to
minimize their financial responsibility for the
compensation of the unemployed. Most o f their
opposition can be traced to their concern that the
taxes they pay w ill reduce their firms' profitability.
In addition, some employers philosophically
disagree with unemployment insurance, seeing it
as an additional step toward socialism and a retreat
from the free enterprise system. Some accept
benefit payments of short-term duration as their
responsibility, but they question having to fund
longer-term unemployment insurance.
Effects on business costs. Unemployment
insurance taxes are an expense or cost of business.
They may be passed on to consumers in the form of
higher prices; however, such costs are not
automatically included in the firm's prices. For
example, those states with more liberal benefits
13Max Lerner, America as a Civilization (New York: Simon
and Schuster, 1957), p. 130.
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(and higher unemployment taxes) may place their
employers at competitive disadvantage with firms
in other states having less liberal benefits and lower
taxes.
The use of experience ratings may make it more
difficult for firms having poorer unemployment
experience to compete within their states with
other firms in their industries enjoying less
unemployment. Such firms may not be able to pass
their total unemployment tax costs on to customers
and remain competitive.
Unemployment insurance costs amounting to
only one or two percent of the sales dollar can
mean the difference between showing a p ro fit or
incurring a loss for many businesses. In addition,
although unemployment insurance is only one
form of employee benefits, the employer is faced
with an inexorable increase in total fringe benefits
over the years. The ultimate ability to control costs
of the broad group of employee benefits almost
requires holding the line for each o f the individual
cost categories.14
Counter-cyclical stabilization. Unemployment
insurance would seem to have a positive counter
cyclical effect although relatively little research on
its contribution to economic stability has been
done to date. When unemployment is high,
benefits paid usually exceed the amount of taxes
collected, with a resultant injection of income into
th e e c o n o m y ; d u r in g p e rio d s o f lo w
unemployment, tax collections exceed benefits
"Unemployment insurance is only one of several employee
benefit payments or fringe benefits made by firms. In a
national survey of businesses taken in 1971, the U.S.
Chamber of Commerce found that, on the average,
unemployment insurance costs were equal to 0.7 percent
of total payroll, 11.1 percent of the legally required
payments by employers, and 2.3 percent of total employee
benefits. Other legally required payments by employers
include: (1) old-age, survivors, disability, and health
insurance; and (2) workmen's compensation.
According to the Chamber surveys, while benefit
costs have generally been increasing as a proportion of
wages and salaries, unemployment insurance costs
have become relatively lower than they were in the
late 1940s and 1950s, declining every year since 1963.
For Chamber-surveyed firms, benefit costs doubled
from 15.4 percent of wages and salaries in 1947 to 30.8
percent in 1971. In the same period, program costs
declined from 1.4 percent to 0.7 percent of wages and
salaries, and decreased from 9.1 percent to 2.3 percent
of benefit costs.*
The findings of the U.S. Chamber of Commerce may be
outdated; furthermore, because Montana has lower wages
than the national average, the unemployment insurance
cost relative to total employee benefit costs and total
payroll costs may be somewhat higher than in the United
States as a whole.
•See David L. Edgell and Stephen A. Wandner,
"U n e m p lo y m e n t In su ra n ce : Its E conom ic
Performance,'' Monthly Labor Review, April 1974, p. 36.
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paid, and a reduction of this source of income to
the economy occurs. Thus, there is some
moderating effect, reducing the extremes of
economic declines and “ booms."15 During the
period from 1966 through 1975, $101.3 m illion in
benefits was paid to unemployed Montanans.
Employment stabilization. There would appear
to be little, if any, economic incentive for many
employers to maintain their employment levels just
to reduce their per-employee insurance costs.
T h e o re tica lly, the e xpe rie n ce rating was
established to encourage employers to stabilize
employment. In Montana, however, employers
with the poorest experience ratings annually pay
only $125 more in insurance taxes per employee
than those employers with the best ratings. The
“ incentive value" is further reduced during
periods of high unemployment. Depletion of the
benefit trust fund is followed by a rise in taxes.
Thus, all employers may end up paying about the
same amount of taxes, on a per-employee basis,
regardless of their employment experiences.

Questions about unemployment
insurance programs
The most controversial features o f unemployment
insurance are: the amount of weekly benefit
payments, duration of benefits, existence of fraud,
and coverage by the program. The latter subject—
coverage—includes the determination of eligibility
and disqualification of workers not entitled to
benefits. Coverage is treated later in the article.
15lbid., pp. 36-38.
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Table 1
Selected Data on Unemployment, Montana, 1966-1975
Amount of
Benefits
Paid
(In millions
of dollars)

Average
Weekly
Benefit
Payment
(In dollars)

Average
Weekly
Average
Benefit
Duration
Payment
of Benefits
(In constant
(In weeks)
dollars)
W _____
14.5
36.50
12.9
37.06
13.6
35.57
13.0
36.38
32.84
12.5
12.5
32.61
11.7
31.17
11.9
30.60
12.3
31.67
11.5
32.22

Average
Persons
Weekly
Receiving
Number of
First
Initial
Beneficiaries
Payments
Claims
Year
(3)
(2)
m
58.84
25.2
8,228
29,540
69,610
1975
54.74
15.2
5,549
22,295
1974
53,221
47.34
11.7
4,685
18,769
44,947
1973
45.59
10.9
4,664
18,612
1972
43,419
39.83
4,332
8.9
17,763
43,509
1971
37.92
3,994
7.8
16,569
38,454
1970
34.22
5.4
3,059
13,625
31,613
1969
31.89
5.2
3,155
13799
31,706
1968
31.67
5.6
3,426
14,487
35,4%
1967
31.32
5.4
3,267
14760
33.734
1966
(1) Number of persons making first claims for unemployment insurance benefits during eligibility period.
(2) Number of eligible unemployed workers who received at least one week's benefit payment during the year.
(3) Average weekly unemployed beneficiaries.
(4) Adjusted to reflect the decline in purchasing power, based on the Consumer Price Index. 1967 = 100.
Board of Governors, Federal Reserve Bulletin, April 1976, p. A53.
Source: U.S. Department of Labor, Unemployment Insurance Statistics, various issues, and Montana Department
of Labor and Industry, Employment Security Division, unpublished data.

Amount of benefit payments. Unemployment
benefits are normally only a partial replacement of
income of unemployed workers. To make
payments so large as to provide a complete
replacement of lost wages with unemployment
benefits would destroy the incentive to work.
Historically, unemployment insurance payments
have replaced about one-fourth to one-third of
recipients' weekly wages.16 In 1975, Montana's
unem ployed insured w orkers had a wage
replacement of 26.9 percent.17
Between 1966, a fairly prosperous year, and 1975,
a recession year, the amount of benefits paid to
Montana's unemployed increased from $5.4
million to $25.2 million. During the same period,
the average number of claimants receiving weekly
payments increased from 3,267 to 8,228 (or an
^Determining an adequate weekly benefit amount is no
simple task. For a good exposition about determining the
amount of weekly benefits see Becker, op. cit., pp. 79-96.
Father Becker considered benefits as being adequate if
they meet nondeferrable expenses of food, shelter,
clothing, and medical needs.
17Edgell and Wandner, op. cit., pp. 33-36. The wage
replacement ratio is the proportion of lost wages replaced
for a given proportion of workers who are unemployed.
The ratio is calculated by dividing benefits paid as a percent
of total wages in covered employment by the insured
unemployment rate (1.8 percent divided by 6.7 percent3
26.9 percent).
On the average, the 6.7 percent of covered workers
unemployed through the year received benefits equal to
1.8 percent of the total wages paid all covered workers.

T O

Trust Fund
Balance
(Dec. 31)
(In millions
of dollars)
7.0
19.5
23.0
23.6
24.9
25.6
24.8
23.5
21.8
20.9

increase of 152 percent). (See table 1 and figure 1.)
The number of “ initial claims," that is, the number
of persons applying for benefits, doubled during
this period. However, less than one-half of the
applicants received benefit payments; others were
ineligible or they returned to work before
payments started.
Over the ten-year period from 1966 to 1975,
current-dollar weekly benefits increased by 88
percent or $27.52. On the surface, it appears
unem ployed w orkers are now receiving
significantly higher benefit payments. However,
adjusting for inflation shows that benefits have
increased by only 13 percent or $4.28 per week.
Most of the dollar gains were wiped out by the
rising cost of living. (See figure 2.)
Duration of benefits. The average number of
weeks during which claimants received benefits
increased from 11.5 to 14.5 weeks, or 26 percent,
during the period 1966 through 1975.18However, in
1975, unemployment was abnormally high because
of the recession. During the nine-year period
ending in 1974, the average duration of benefits
increased 12 percent (from 11.5 to 12.9 weeks).
Because of the increase in both the amount of
weekly benefits and the average duration of weekly
benefits during the ten-year period ending in 1975,
the average increase in constant dollars during the
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18For information about the determination of benefit
duration periods see Becker, op. cit. pp. 96-111.
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Figure 1
Number of Claims, Payments, and Average Weekly
Beneficiaries, Montana Unemployed Workers,

Figure 2
Average Size of Weekly Benefits of Unemployed
Montana Workers, in Current and Constant Dollars,
1966-1975.

Source: U.S. Department of Labor, Unemployment Insurance
Statistics, various issues, and Montana Department of Labor and
Industry, Employment Security Division, unpublished data.
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total period of unemployment for a worker was
$158.72. A full one-third of that increase came in
1975 alone, as a result of the extended benefit
period and the recession.
Fraud. A common criticism of unemployment
insurance is that the program is riddled with
abuses—that too many people are “ ripping off” the
public. There are varying concepts of what level of
fraud is tolerable; yet relatively few people are
convicted of fraud in Montana. It is estimated that
less than one-half of one percent of beneficiaries
are prosecuted in this state for unemployment
insurance fraud; about half of those persons are
convicted. The reasons for relatively few criminal
actions could be the absence of chiselers in
Montana, the lack of rigorous enforcement, or a
combination of the two.19
Information not currently collected may be
needed to identify the overall equity of the
u ne m p lo ym e nt insurance program and to
determine whether legislative changes are needed
or if other forms o f assistance should be provided
to unemployed workers (such as training and
placement services). Examples of data needed
include: (1) how many “ heavy" and “ lig h t" users of
u ne m p lo ym e nt insurance the re are—the
proportion of beneficiaries who draw benefits, as
they are legally entitled to do, and who do so time
after time; (2) the proportion of beneficiaries who
return to work for their previous employers and do
so repeatedly; and (3) a statistical sampling of
beneficiaries to determine the state of compliance
with unemployment insurance laws.
There are probably at least two dimensions to the
fraud issue. The first involves actual cases of fraud,
some of which are widely publicized. The other
stems from misinformation, the lack of complete
information, and differing views on the part of the
public about who should -be eligible. Although
benefit recipients may be exercising their legal
rights, people question a variety of practices
including the length of time unemployed persons
draw benefits, situations where husbands or wives
draw benefits when their spouses are transferred
and they voluntarily quit their jobs, or when
workers are fired for misconduct or voluntarily
quit. These issues w ill be reviewed on the following
pages.

Persons seeking information about the unemployment
insurance laws and procedures followed or wishing to
report abuses should contact the Office Managers of their
local Employment Security offices or the Administrator,
mployment Security Division, Montana Department of
Labor and industry, Helena, Montana.
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Montana's unemployment insurance
program20
All organizations w ith one or more employees are
covered by unemployment insurance, excluding
agriculture, religious, and domestic workers.
According to Montana statutes, a maximum tax of
3.1 percent is applied to the first $4,800 of an
employee's wages. The employer pays the tax.21
The actual rate may be lower, based upon the
employer's past employment history. The process
of determining each employer's tax rate is called
experience rating.
As was noted earlier, the Federal Unemployment
Tax Act (FUTA) provides for a tax of 3.2 percent on
the first $4,200 of each employee's wages. The tax is
paid by the employer to the U.S. Internal Revenue
Service.22 If state payments are made, the employer
receives a credit equal to 2.7 percent of taxable
wages. One-half percent of $4,200 ($21) is paid to
the federal government.
Only private employers pay the Federal
Unemployment Tax.23 Monies collected by the IRS
(0.5 percent of taxable wages) are deposited with
the U.S. Department of Labor and used for
defraying administrative costs of the program. It is
important to note that all of the administrative costs
of the unemployment insurance programs in
Montana come from FUTA funds which are
returned to the state. All taxes collected by the
Montana Employment Security Division are used to
pay unemployment benefits.
Federal and state statutes require insurance
funds collected by the Montana Employment
Security Division to be deposited in the U.S.
Treasury within one day of collection. Trust funds
earn interest for the state.24 The Employment
Security Division maintains a "b e n e fit" fund from
which claims are paid. The fund is replenished
“ Montana unemployment compensation laws are codified
under Sections 87-122, Revised Codes of Montana, 1947,
and Amendments. A concise compliation of the various
statutes has been issued by the Employment Security
Division of Montana, Department of Labor and Industry,
and is entitled Montana Unemployment Compensation
Laws, dated July 1,1975.
21In three states—Alabama, Alaska, and New Jersey—both
employers and employees are taxed. Paul A. Brinker,
Economic Insecurity and Social Security (New York:
Appleton-Century-Crofts, 1968), p. 337.
22The tax collected by the IRS is reported on Form 940.
“ Thus, businesses subsidize the administrative costs for the
entire program although other governmental and
institutional employers use its services.
24ln January 1976, the rate of interest was as high as 5.57
percent, while on April 1,1976, it was 4.68 percent. The state
has earned as high as $1.3 million annually when the trust
fund had a balance of $20 million.

weekly with transfer payments from the U.S.
Treasury. The state trust fund has been as high as
$45.9 m illion in 1954. The balance declined to
approximately $300,000 in April 1976. At that time,
the state borrowed $1.4 m illion from the U.S.
Department of Labor.25 The Montana trust fund
balance, including receipts from the loan, was $4.1
m illion on June 1 ,1976.26 Federal standards require
a minimum state trust fund balance of one and onehalf times the amount of benefits paid out during
the previous year. Because the balance was so low
in 1976, Montana employers can expect to pay the
maximum state rate of 3.1 percent in 1977.
Employer tax payments. Three methods are used
in Montana to determine the unemployment
insurance tax levied on employers:
(1) Private employers—The tax is based the
employer's experience rating.
(2) N onprofit organizations— Included in this
category are religious, charitable, education, and
scientific-purpose organizations.27 Employers can
elect to come under the experience rating option,
cited pre viou sly, o r can be treated on a
reimbursable basis. In the latter case, an accounting
of all benefits paid to former employees is
maintained and then periodically billed to their
past employers for reimbursement to the state.
(3) Government employers—Employees of state,
county, and municipal governments are covered in
this group. The method for determining employer
contributions is another form of reimbursable
payments; however, in this instance, employers
must make advance payments at the rate of 0.4
percent of gross wages for the first three years of
coverage, and then advance payment rates are
adjusted to re fle ct th e ir u ne m p lo ym e nt
experience.28
Before 1947, a constant rate of 2.7 percent of the
employee's first $3,000 of wages was used to
determine all employers' insurance payments in
Montana. In 1947, the legislature passed an
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25The interest-free loan, to be repaid within one year, was
actually for $1,366,089.
“ Unemployment insurance taxes are paid quarterly.
Collections are largest in April and May because taxes are
applied to the first $4,800 of employee wages. It is estimated
that approximately 53 to 55 percent of total gross wages are
taxed in Montana.
“ Nonprofit organizations qualifying for the second option
are defined in section 501(c)(3) of the IRS code.
“ Prior to 1972, no state and local government employees
were covered. In 1972, employees of state institutions at
Boulder River, Warm Springs, and Galen hospitals, along
with employees of the University system, were included.
All other state institutions were incorporated into the
system on January 1, 1975. Local government employees
became eligible on July 1, 1975.
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experience rating law. To determine an employer's
experience rating, the three most recent fiscal years
are used. For example, the 1976 rate is based upon
the fiscal years of 1973 through 1975.
A point system is used to evaluate employment
experiences and determine experience ratings.
Three factors are measured in the assignment of
points:
(1) Points are given for the number o f years the
insured organization has made contributions to the
state trust fund up to and including eight years.
Commencing with the third year, one point per
year is earned. Employers can receive a maximum
of six points with eight or more years of coverage.
(2) A quarterly "payroll decline factor" is
calculated based upon eleven comparisons from
the past twelve quarters. Each new quarter is
compared to the immediately previous quarter to
determine if there was a decline in payroll.
Organizations with increasing payrolls receive
more points; those with declining payrolls receive
fewer, if any, points. The theory supporting this
procedure is that when there is a decline in payroll
there must have been layoffs and subsequent
increases in unemployment benefits paid to those
employees. An inverse relationship exists between
the decline ratio and the number of points earned
by employers. The maximum number of points
obtainable is twelve.
(3) A fiscal year payroll decline factor is used
where two comparisons are made from the
previous three years' payroll data. Twelve points
may be earned.
The final element applied to determine the
experience rating is a "reserve percent of total
wages." The reserve percent remains constant
throughout a fiscal year. The same percentage is
applied to all employers. The percentage is
established at a level projected to generate
sufficient funds to pay claims during the year.
Computation of the percentage involves dividing
the average monthly trust fund balance by total
insured wages. There are seven reserve percent
levels (only one of which is used in a given year) and
fourteen experience classes. Currently, the reserve
percent is 1.3. With this percentage, the minimum
tax an em p loye r w ith the most favorable
experience class rating would pay is 1.5 percent of
insured payroll (versus the least favorable
experience rating of 3.1 percent). When the reserve
percent reaches 2.5 or goes above, the most
favorable tax declines to 0.5 percent of insured
wages.
Employee
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benefits.

The

p ro ced u re

fo r

determining an unemployed individual's eligibility
for benefits consists of the following activities:
1. The person registers fo r work at any one of the
twenty-three state employment offices and,
thereafter, is required to report regularly.
2. He files a claim fo r u ne m p lo ym e nt
compensation.
3. There is a determination if the person has
qualifying wage credits and the number of weeks of
eligibility.
4. The unemployed person must be able to
work, be available for work, and actively seeking
work.
5. The reason for loss of job is ascertained to see
if it involves any action on the part of the individual
which would disqualify him from receiving
benefits. Generally, if the unemployment is a result
of a normal reduction of the*employer's labor force
and the individual has complied with the previous
requirements, he is eligible to receive weekly
benefits. There is a one-week waiting period
during which no benefits are paid.
Through june 30, 1976, unemployment benefits
ranged from a minimum of $12 to a maximum of $81
per week (55 percent o f the average weekly wage,
not to exceed the lim it of $81 per week). On July 1,
the maximum benefits increased to $97 per week
(60 percent of the average weekly wage, not to
exceed $97 per week).29
^The minimum weekly benefit remains at $12. Only new
claimants applying on or after July 1 are entitled to receive
the increased weekly benefit amounts.
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The amount of payment and length of coverage
are determined by the amount of wages earned
and number o f quarters worked under an insured
program. By Montana law, the maximum number
of weeks of benefits in an employment year is
twenty-six. The state pays (through employer tax
contributions) the entire cost of this program. The
Federal Employment Security Amendments of 1970
extended benefits by thirteen weeks. The costs of
the additional thirteen weeks are shared equally by
the state and federal governments. Both of these
programs are permanent. In addition. Congress has
passed temporary supplemental benefits providing
for twenty-six additional weeks of benefits. The
costs of these programs are borne entirely by the
federal government. Currently, unemployed
workers in Montana can receive a maximum of
sixty-five weeks coverage, although in 1975 the
average duration of benefits was 14.5 weeks.
To qualify for benefits, an individual must have
had earnings in the first four of the preceding five
completed quarters which constitute the base
period. Quarters are determined on a calendar
year basis, i.e., January-March. In addition, the
individual must have earnings, other than in the
quarter in which his wages were highest, of an
amount totaling not less than thirteen times the
person's weekly benefit amount.
As an example of determining the benefit
amount, if a worker had total earnings in his highest
quarter of $1,500, he must also have earnings of at
least one-half this amount (or $750) in one of the

other quarters of the base period to qualify for
benefits. The benefit amount according to the
published benefit schedule in this case would be
$58 per week.
The above exam ple w o u ld ' q u a lify an
unemployed worker for thirteen weeks of benefits.
If he earned at least $100 in each o f two quarters of
the base period other than the quarter in which his
wages were highest, he would qualify for twenty
weeks of benefits. Twenty-six weeks of benefits
would be earned if he had wages of $100 or more in
each of three quarters in the base period other than
the quarter in which his wages were highest.
Benefit eligibility and disqualification for
benefits are covered in Sections 87-105 and 87-106
of the unemployment compensation laws. In
essence, layoffs or normal reductions in the labor
force of an employer provide the foundation of
eligibility. W hile there are highly specific
provisions within the laws regarding eligibility,
there are also general guidelines calling for
individual judgment about a person's eligibility.
Several types of situations may disqualify a
person from receiving benefits. In the event the
unemployed person is subject to a period of
disqualification, he loses benefits for the entire
period of that disqualification. There is a real loss of
benefits because the number of weeks of
disqualification is subtracted from the total number
of weeks of eligibility.
The most common reason for disqualification is
leaving a job w ithout good cause attributable to the
employment. Disqualification is for not less than
two weeks nor more than five weeks in addition to
the one-week waiting period. If an employee loses
a job because of misconduct on the job he is
disqualified for not less than two nor more than
nine weeks. Gross m isconduct carries a
disqualification of twelve months. Finally, the
individual can be disqualified if he failed, w ithout
good cause, either to apply for available and
suitable work when directed by the employment
office or to accept suitable work offered which he
was physically and mentally able to perform. Such
disqualification includes the week in which the
failure occurred and not less than two nor more
than five additional weeks. However, the individual
would not be disqualified if he refused to accept
new work where the position being offered was
vacant due to a strike or other labor dispute; if the
wages, hours, and other conditions of the work
offered were substantially less favorable to the
individual than those prevailing for similar work in
the locality; and if, as a condition of being
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employed, the individual were required to jo in a
company union, resign from a union, or refrain
from joining any bona fide labor organization.
The statutes also address a relatively few specific
situations resulting in loss of work arising out of
strikes, a tte n din g edu ca tion a l in s titu tio n s ,
pregnancy, and retirement. A worker, for example,
who becomes unemployed because of a strike but
who is not participating, financing, or directly
interested in the labor dispute does not lose benefit
eligibility. A striker does.
Employees who quit work to go to school or
return to school are not eligible for unemployment
benefits. The law excludes students regularly
attending an established educational institution
during the school year. An exception exists for
unemployed workers participating in an approved
form of training. Usually the training, e.g.,
vocational technical education, is short-term in
duration and skill-oriented. A full-tim e worker
who lost his job w h ile only incidentally taking a
course or two at an educational institution would
not be disqualified for benefits.
A pregnant employee leaving her job voluntarily
would not be eligible for benefits unless she was
able and willing to work but comparable work was
not offered to her.
A retired employee is eligible for benefits unless
he receives retirement compensation from his
employer exceeding two times the average weekly
benefit amount paid during the last fiscal year.
Persons receiving federal and Social Security
retirement benefits are excluded from this
provision.
Several other examples illustrate the varying
situations involved in determining eligibility:
School teachers, along with administrative and
research personnel having contracts to return to
16

their schools follow ing summer vacations, are not
eligible for benefits. O ther school employees are
eligible.
A woman quitting her job to care for her child is
not eligible for benefits unless she fulfills the
availability for work requirement.
A spouse can receive benefits upon voluntarily
quitting a job and follow ing her husband (or his
wife) to a new job. The unemployed spouse is
required to seek work and fu lfill the other
requirements fo r benefit eligibility.
A worker cannot take a vacation-paid or
unpaid—and draw unemployment benefits.
However, a worker who loses his job but has
accrued paid vacation time may receive payments
fro m the e m p lo y e r and une m p lo ym e nt
compensation simultaneously.
Someone unemployed in another state may
move to Montana and receive benefits. However,
Montana is reimbursed by the state where his
benefits were earned. Reciprocal agreements exist
among the states.
The suitability of work and the working situation
are important elements in determining whether or
not an unemployed person is eligible for benefits
or w ill continue to receive them. Suitable work is
work which the individual is reasonably fitted by
training and experience to perform. The criteria for
determining suitability are applied on a case by
case basis, depending upon the individual
circumstances of the unemployed worker and the
particular characteristics of the jo b situation.
In determining whether work is suitable, several
factors are evaluated, including the person's
physical fitness for the work, prior training and
experience, prior earnings, prospects for obtaining
local work, and prospects for obtaining work at his
or her highest skills; the degree of risk to the
claimant's health, safety, and morals; the distance
of the available work from the unemployed
person's residence; and the length of a person's
unemployment.
Generally, it would seem the community and the
individual are served best by placing unemployed
persons at their highest skills. Frequently, this is not
possible, and the concept of suitable work must
necessarily be flexible if it is to be realistically
a pplied. As the p e rio d o f the person's
unemployment lengthens, we expect him to lower
his sights in terms of the kinds of job offers he will
accept. Jobs not considered to be suitable work in
the early stage of his unemployment may be
considered suitable after a substantial period of
unemployment.
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The previous examples illustrate varying
situations of eligibility. They oversimplify a rather
complex process, made more d ifficult because of
the need for interpretation of statutes and use of
personal judgments. Not infrequently, employers
and their unemployed workers challenge the
fairness of the existing system.30 It is surely their
right to que stio n the o p e ra tio n o f o u r
unemployment insurance program in Montana,
and, as a result, improvements may be effected.

\

Conclusions

f

Unemployment insurance after forty years of
operation in the United States is well established
and, likely, a permanent feature of social security
legislation. As a highly visible program, public
scrutiny and debate are to be expected—and
should be encouraged.
The major social objective of unemployment
insurance is to provide temporary income and
purchasing power for unemployed workers. The
program serves between 20,000 and 30,000
Montanans annually. During the past ten years,
$101.3 m illion in benefits was paid to the
unemployed in this state. The program no doubt
has had a stabilizing effect on the state's economy

“ An extensive appeal procedure is available to both parties.
See Section 87-108 of the unemployment compensation
law of Montana.
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during economic declines, because benefits paid
to unemployed workers are spent in Montana, with
Montana businesses.
There is a very legitimate concern of business
people about the costs of the program. They, along
with governmental employers, provide a major
share of its funding. Their costs of business cannot
always be passed on to consumers; thus, the
program affects their profitability.
Some people also debate the philosophical
foundation of the several forms of social welfare,
particularly as they restrict the free market. O f
particular concern is the possibility for reducing
the incentive to work, to work diligently, and to
receive the rewards earned therefrom.
There is an underlying necessity for developing
unemployment insurance legislation that is precise
in defining coverage and eligibility. Yet, there are
potential dangers in procedures that exclude those
persons who both equity and common sense
would dictate should be included. Consequently,
personal judgment is a major factor in making
eligibility decisions. The quality of judgment of
personnel determining eligibility is extremely
important in the effective operation of our
unemployment insurance program.
The ultimate value of the program resides in
assisting Montanans through difficult transitional
periods of job and income losses. It would appear
that the program is reasonable and balanced and
does deserve the continued evaluation and
support of our citizens.
□
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assive deposits of medium- to low-sulfur
strippable coal underlie much of eastern Montana,
northeastern Wyoming, and western North
Dakota the Northern Great Plains states (NGP).
There is renewed interest in rapid development of
this low sulfur coal partly due to relatively strict
sulfur oxide air pollution standards for coal-fired
power plants. This interest on the part of both the
federal government and the "energy industry" has
been further stimulated by recent changes in
international oil and natural gas markets and a
growing concern about the eventual depletion of
oil and natural gas reserves. This could lead to a coal
boom that would drastically change the physical,
social, and economic character of the Northern
Great Plains.

For the foreseeable future almost all NGP coal
w ill go to e le c tric u tilitie s fo r c o a l-fire d
generation.1 Therefore, whether such a “ boom”
will be experienced depends primarily on the
geographic extent of the area in which NGP coal is
competitive, and on the growth in electrical
consumption w ithin this market area. This paper
will identify the primary determinants of the
market and the impact of market size on future
demand. As w ill be discussed below, market size
depends on a broad range of political and
economic variables including the enforcement and
nature of sulfur oxide air pollution standards, the
cost and effectiveness o f s u lfu r rem oval
technologies, institutional constraints on the
development of coal, and transportation and
transmission costs.

Fort Union coal and
U.S. energy requirements
Over the last 130 years the United States has
experienced three successive “ eras” or periods in
which wood, coal, and oil and gas were the
dominant energy sources. In 1850, more than 90
percent of total energy consumption came from
fuel wood; by 1910 wood provided only 10 percent
and coal had risen to dominance, supplying 77
percent of all energy.2Now in the middle seventies,
the situation is again reversed, with oil and gas
providing 78 percent and coal providing only 17
percent of all energy consumed.3 Most analysts
predict that, due to the eventual depletion of oil
and gas reserves, we are enteri ng another period of
transition. The Federal Energy Administration has
estimated that at current levels of usage, proven
U.S. reserves of oil and gas, even including Alaska,
are sufficient for only 8 and 11 years, respectively.4
(This means increasing reliance on foreign sources,
which is unattractive for national security reasons.)
By comparison, our coal reserves could last for 600
years, given current technology, well beyond the
availability of other fossil fuels. Current costs and
10ther studies suggest that large-scale development of coal
gasification will not be realized in this century, lacking
substantial federal subsidy. Richard Stroup and Walter
Thurman have discussed this issue in "W ill Coal
Gasification Come to the Northern Great Plains?,"
Montana Business Quarterly, Winter 1976. For the "exotic"
uses such as petrochemical production, sufficient technical
and economic information is not available to permit a
convincing analysis.
2Sam H. Schurr, Energy in the American Economy, 1850-1975
(Baltimore: The Johns Hopkins Press, 1960), p. 36.
federal Energy Administration, Project Independence
Report (Washington, D.C.: Government Printing Office,
November 1974), p. 98.
4lbid., pp. 65-66.
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problems of reliability and safety associated with
nuclear energy make it increasingly doubtful that a
large number of major nuclear installations w ill win
public acceptance. Solar energy is by its very nature
interruptible and of low intensity; these factors
largely lim it its use to space heating and cooling.
These simple considerations obviously suggest an
increasing role fo r coal.
One of the major drawbacks to the use of coal in
the past has been sulfur dioxide pollution, due to
the high sulfur content of eastern and midwestern
coal. However, the Fort Union coal formation
which underlies eastern Montana, Wyoming, and
North Dakota is not only massive, containing 175
billion tons or 40 percent of all U.S. coal reserves,
but the coal is mainly low sulfur.
The Federal Energy Administration's estimate is
that NGP coal contains an average of only .5
percent sulfur by weight, sufficient to meet the new
stationary source performance standards for large
boilers established by the E nvironm ental
Protection Agency (pursuant to the Clean Air Act
Amendment of 1970). This emission standard allows
only 1.2 pounds of sulfur dioxide per m illion Btu
burned. If utilities intend to burn high sulfur
midwestern coal (averaging 3 percent sulfur by
weight), expensive flue gas desulfurization
equipment is required.

Defining the market for NGP coal
One may conclude that strict air pollution control
standards and declining reserves of competing
fossil fuels indicate an increasing demand for lowsulfur NGP coal. The question remains, however, as
to the actual extent of the market. This market will
depend upon NGP coal's delivered cost to the user
(including special capital investments in plant
needed to allow the use of it) compared to the same
costs of alternative fuels. The most important costs
to be considered are mining costs, transportation
costs, and costs of air pollution control. We have
developed a simple market definition model based
primarily on the work of W. D. Watson.5The model
simply seeks to define lines (hypercircles)6 where
the cost of using midwestern and NGP coal is equal
(assuming coal is located at a point source).
Theoretically, plants to the west of this market
boundary would use the lower-cost NGP coal, and
plants to the east would find midwestern coal to be
5W. D. Watson, Jr., "Costs of Air Pollution Control in the
Coal-Fired Electrical Power Industry," Quarterly Review of
Economics and Business, Autumn 1972.
6C. D. Hyson and W. P. Hyson, "The Economic Law of
Market Areas," Quarterly Journal of Economics, May 1950.
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the cheapest energy source. Since important
determinants of this market are the sulfur pollution
regulations which are actually enforced, we have
assumed the following:
1. There are sufficient locations in the NGP
market area where coal-fired plants can be located
without violating federal ambient air standards.
2. There is sufficient coal in the Northern Great
Plains with low enough sulfur content that it can be
burned w ithout flue gas desulfurization and not
violate the new federal stationary source emissions
standards for sulfur oxides.
3. Standards similar to federal air pollution
standards are enforced for states.7
These assumptions mean that our market
definition focuses only on federal stationary source
emission standards; hence two projections are
necessary: one for new sources (it must meet fed
eral standards of 1.2 pounds of sulfur dioxide per
million Btu of coal burned and another for the
retro-fitting of old plants to meet state air pollution
emission control regulations. Specific annual costs
were calculated for three facets of electric power
generation by a "typical” coal-fired plant. These
are: the cost of fuel delivered to the plant; the cost
of pollution control equipment (capital and
operating costs); and additional construction costs
for increased boiler size and larger coal handling
and pulverizing facilities due to use of low-Btu
western coals. It is assumed that all other costs of
construction and operation of the generating unit
are independent of its location and the type of coal
burned.
The first category of costs depends, of course, on
mine-mouth coal prices and transportation costs.
We compared two "p o in t sources” of coal
production: the Powder River Basin (northern
Wyoming) and central Illinois to determine the
geographic market to the east and south of the NGP
states. The associated production prices were
assumed to be $10 per ton for Illinois coal and $5-$6
per ton for Wyoming (and similar Montana)
subbituminous coal.8*Transportation was assumed
to be by rail, using $.007 per ton-rail mile in 1974
and $.00836 per ton-rail mile in 1980.9*Additional
charges for pollution control equipment for

7We have surveyed the emission and ambient air standards
of the critical states in our market area and found them to
be virtually identical to federal standards.
“Heat content was assumed to be 11,500 Btu per pound, and
8,300 Btu per pound, respectively.
’ Based on J. G. Asbury and K. W. Costello, Price and
Availability of Western Coal in the Midwestern Electricity
Market 1974-1982 (Argonne, III.: Argonne National
Laboratory, October 1974).
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Table 1
Additional Annual Charges for
Pollution Control Equipment and Construction
for a 500-megawatt Plant
(In January 1975 dollars)
Capital
Charges
(Dollars
per
Coal Source
kilowatt)
Lime/limestone scrubber
on new plants:
Illinois1
Wyoming4

Additional
Total
Operating Annualized
Charges
Charges
(Mills per
(Mills per
kilowatt
kilowatt
hour)
hour)

70.00
20.00

1.50
0.00

3.20
.49

90.00
20.00

1.50
0.00

4.00
.57

.15
0.00

.38
.57

Scrubber retrofit on
existing plants:
Illinois2
Wyoming5

Supplemental control systems
on existing plants:
Illinois3
Wyomings

8.00
20.00

’ Midrange charge for lime/limestone scrubbing flue gas
desulfurization system as reported by John McBride, Montana
University Coal Demand Study Working Paper #8.
2The Environmental Protection Agency estimates an additional
charge of $19 per kilowatt for retrofitting a lime/limestone
scrubbing flue gas desulfurization system.
’Midrange charge for supplemental control systems retrofit. (Air
Quality and Stationary Source Emission Control, a Report by the
Commission on Natural Resources, National Resource Council,
prepared for the U.S. Senate Committee on Public Works,
March 1975.)
4The Environmental Protection Agency estimates an additional
charge for using western coal relative to eastern coal of $2-$40
per kilowatt, averaging $20 per kilowatt. Watson used $4.20 per
kilowatt (1967 dollars), calculated as 5-10 percent of boiler cost
using $160 per kilowatt total installed cost with 35 percent
attributable to boilers and auxiliaries. Using a more recent figure
of $50 per kilowatt installed plant cost, this formula gives an
additional charge for using western coal of $8.75-$17.50 kilowatt.
(Source: see footnote 3 above.)
5See footnote 4 above. Retrofit costs are likely to be higher, but
no estimates of this increase are known.

midwestern coal and for increased construction
costs associated with burning NGP coal are
summarized in table 1.
As noted previously, if the strict new stationary
source performance standards are enforced,
utilities burning midwestern coal w ill have to install
elaborate flue gas desulfurization equipment. Our
analysis of alternative air pollution control systems
suggests that the most efficient choice is a
lime/limestone scrubber system, costing utilities
$70 per kilowatt of capacity on new plants and $90
per kilowatt of capacity to retrofit to existing plants
(table 1). By comparison, utilities can also meet the
D e fin in g th e M a rke t/D u ffie ld . Power, and W heeling

Table 2
Effect of Pollution Control, Transportation, and Production
Costs on Market Boundary Between Gillette,
Wyoming, and Springfield, Illinois
for a 500-megawatt Plant
(In January 1975 dollars)

Case

Coal
Source

Miles to
Market
Boundary

Cost of
Production

Additional
Cost

Transportation Cost

Total
Cost

(Dollars per million Btu)
1. Alternative pollution control costs1
(a) Scrubbers required on new plants

Wyoming
Illinois

1059
67

.300
.435

.053
.343

.445
.020

.798
.798

(b) Scrubbers required on old plants

Wyoming
Illinois

1126
0

.300
.435

.057
.395

.473
.000

.830
.830

(c) Supplementary control systems on old plants

Wyoming
Illinois

630
496

.300
.435

.057
.038

.265
.149

.622
.622

Wyoming
Illinois

976
150

.360
.435

.053
.343

.410
.045

.832
.823

2. Wyoming coal at $6 per ton (scrubber
on new plant case)

.836
.483
.053
.300
966
Wyoming
3. Transportation cost at $.00836 per ton.836
.058
.343
.435
160
Illinois
rail mile (scrubber on new plant case)
’Other parameters are production costs of Wyoming coal at $5 per ton and Illinois coal at $10 per ton, and rail costs at 1974 level of $.007
per ton-rail mile.

strict standards by burning low-sulfur NGP coal and
incurring $20 per kilowatt of capacity in increased
handling and larger boiler size (due to lower Btu
content of NGP coal). If the federal government
chooses less strict emission standards, however,
these standards can be met by a much less costly
“ supplemental control system” (basically tall stacks
which disperse the pollutants over a larger area).10
In this case, the additional capital costs of using
midwestern coal are actually less ($8 per kilowatt
capacity) than the costs of using NGP coal. The last
column of table 1 summarizes operating and capital
charges for additional equipment on an annual
basis.11
In order to actually calculate the market
boundary, additional costs fo r pollution control
and handling, transportation and production costs
have to be put on an equivalent cents per m illion
Btu basis. Table 2 illustrates several sample
calculations for placing the market boundary along
a straight-line route from Gillette, Wyoming, to
Springfield, Illinois—a distance of approximately
10The case illustrated is for existing plants; however, we have
assumed that the same parameters apply to supplemental
control systems on new plants as well.
’ ’ The capital costs, which are one-time investments, have to
be allocated to the actual energy produced. The
convention adopted here is that 17 percent of the total
capital cost is allocated to each year of use. (An annual
payment equal to 17 percent of the total investment would
pay off the total costs in 10 years, including an
approximately 10 percent interest charge on the unpaid
balance.)

1,126 miles by rail.12 In the first case illustrated, for
scrubbers on new plants, fixed production costs of
$5 per ton for Wyoming coal and $10 per ton for
Illinois coal translate to $.30 per m illion Btu and
$.435 per m illion Btu, respectively. The additional
costs for pollution control, as outlined in table 1,
translate to $.053 for Wyoming coal, but $.343 for
Illinois coal. By taking transportation costs at $.007
per ton-rail mile, it is found that Wyoming coal
hauled to a point 1,059 miles east of Gillette costs
the same to burn as Illinois coal hauled to the same
point (only 67 miles west of Springfield). Other
things constant, any new plants that lie more than
67 miles west of Springfield would find it cheaper to
burn NGP coal.
In table 2, similar calculations are performed to
show the effect of strict standards on coal source
choices by old plants. In this case, given very high
pollution control costs, it is just as cheap to haul
NGP coal all the way to Springfield as it is to burn
Illinois coal at a mine-mouth site. However, if
supplemental control systems are allowed on old
(and new) plants—that is, less strict emission
standards are enforced—the market boundary
moves 500 miles to the west. Table 2 also shows the
e ffe c t o f d iffe re n t p ro d u c tio n cost and
transportation cost estimates. If either Wyoming
coal is $6 per ton (rather than $5) or rail costs
increase 19 percent (to $.00836 per rail-ton mile).1
2
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12Our method was to take air mileage and multiply by 1.28 to
get estimated rail mile.
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Figure 1
Boundaries of the Geographic Area in which NGP Coal Has a Cost Advantage
Given Alternative Sulfur Pollution Control Regulations

Northern Great Plains Coal Province
Mid-Continent Coal Province

\
L.

\

Supplementary control systems permitted on all coal-fired power plants.
Flue gas desulfurization required on all new coal-fired plants.
Flue gas desulfurization required on all coal-fired plants.

the market boundary is 80 to 90 miles further to the
west. The sample calculations indicate that the
market definition lines are not very sensitive to
either alternative transportation costs or relative
pricing of alternative coal supplies. We determined
that flue gas desulfurization required by federal
new stationary source performance standards for
plants burning midwestern high-sulfur coals is the
most important cost variable.
In order to identify the entire market boundary
(rather than just a single point on a straight line
between Gillette and Springfield) the cost data
were analyzed through a computer program. One
of the resulting printouts is summarized in figure i f
which demonstrates the sensitivity of the entire
market boundary to various pollution standards.
If flue gas desulfurization (scrubbers) is required,
the market boundary extends into Michigan,
Illinois, and Mississippi. The market boundary shifts
substantially to the west, however, if supplemental
control systems are permitted on existing coal-fired
power plants or on all plants.
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This m arket analysis resulted in three
alternatives. One, an “ All-FGD” market, assumes
flue gas desulfurization is required on all coal-fired
plants. It includes the following twenty-one states:
Montana, Wyoming, Washington, Oregon, Idaho,
Colorado, Iowa, South Dakota, North Dakota,
Minnesota, Nebraska, Illinois,Missouri, Wisconsin,
Arkansas, Louisiana, Kansas, Oklahoma, Texas,
Indiana, and Michigan. Another smaller market,
our “ AII-SCS” market , assumes that supplementary
control systems are acceptable on ail plants. The
AII-SCS market includes only thirteen states,
dropping Illinois, Missouri, Wisconsin, Arkansas,
Louisiana, Indiana, and Michigan. In our “ PartialFGD” market estimates we assume that all new
plants require scrubbers, but existing plants are
allowed to use supplementary control systems.
The model developed previously only describes
a market boundary for midwestern coal. A market
boundary between Northern Great Plains and
southwestern (Arizona, Utah, New Mexico) coal
was not determined. It is possible that there may be
Defining the Market/D uffield, Power, and Wheeling

some overlap between the Northern Great Plains
and southwestern coal market areas in the
Colorado, Texas, and Louisiana area. Because of the
limtied extent of southwestern coal reserves we
assumed that there would not be a sufficient export
of southwestern coals to the east. The verification
of this assumption requires further research.
Our model also assumes minimum cost strategy.
There are two major reasons this may not be
appropriate. Given the uncertainty which electric
utilities face about enforcement of deadlines in
meeting pollution standards, the possibility of
supplemental control systems being approved, the
performance of flue gas desulfurization methods,
and the potential relaxation of standards, utilities
may use a non-minimum cost method so as to
reduce the risk. This uncertainty, we assume,
should disappear over the next two to three years as
political decisions are made, court decisions are
reached, and data on technical performance of
equipment become available. Secondly, we know
little or nothing about corporate strategy for coal
development. The same companies which own oil
fields and uranium deposits also own coal in
Appalachia, the Midwest, and the NGP states. The
effect of industrial structure on their long-run
profit-maximizing strategy is unknown. Are there
forces that w ill lead them to restrict temporarily
coal development on properties they own in
Appalachia or the Midwest in favor of NGP
development? For example, are they cornering
some part of the NGP deposits in an institutional
environment where they must mine if they lease?
Empirical evidence on recent past and current
decisions by utilities seems to support our cost
minimizing model. As part of our analysis, we
undertook an extensive survey of coal production
contracts. O ur compilation of NGP coal contracts
to 1980 by state of destination coincides with our
twenty-one state All-FGD market area, with the
exception of Washington (table 3). The latter
should clearly be included in the market area,
based on current proposals for mine-mouth plants
to transmit energy to the Pacific Northwest. This
evidence suggests that utilities expect scrubbers
rather than supplementary control systems to be
required. This, in fact, is federal policy, obviously
subject to change.13 The uncertainty concerning
future policy is suggested by the fact that the
Federal Energy Administration currently advocates
supplementary control systems for existing electric

13Based on the Clean Air Act of 1970 and the Energy Supply
and Environment Coordinating Act of 1974.
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Table 3
Northern Great Plains Coal Contract
Data Summary Utilization Estimate
1980 by State ol Destination
State of
Destination
Arkansas
Colorado
Idaho
Illinois
Indiana
Iowa
Kansas
Louisiana
Michigan
Minnesota
Missouri
Montana
Nebraska
North Dakota
Oklahoma
Oregon
South Dakota
Texas
Wisconsin
Wyoming

Contracted
Supply
(In million tons)
6.75
2.00-2.20
4.25-4.75
5.50
15.00-18.00
3.05-3.55
5.00
4.25
7.20
4.45
2.35
14.62
3.60
13.10
6.60
1.45
.57
10.30-12.05
6.15
30.51-34.51

power plants, while the Environmental Protection
Agency is still advocating scrubbers as a permanent
control strategy.
To conclude, the market area where the
Northern Great Plains is the least-cost source for
new coal-fired generation facilities includes
twenty-one states in the Pacific Northwest, the
Great Plains and the Midwest. This is based on the
assumption, which appears virtually certain, that
scrubbers will be required on new plants. For
existing plants, if lime/limestone scrubber systems
are required, the same twenty-one state All-FGD
market applies. However, if supplementary control
systems are permitted for existing plants, which is a
possibility, high-sulfur midwestern coal pollution
control costs decline substantially. In such a case,
NGP coal would be competitive in the smaller
thirteen-state “ Partial-FGD” market area.

Impact of federal pollution control
policy on demand for NGP coal
The preceding discussion has illustrated the impact
of federal pollution control policy on the
geographical extent of the NGP market. It remains
to identify the sensitivity of the demand for NGP
coal to market size. In our study we attempted to
identify coal demand in 1980,1985, and 2000. Our
estimate for 1980 (136 m illion tons) is based on the
contract survey discussed earlier. Given the lead
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time in establishing a major producing coal mine,
the 1980 estimate is probably quite accurate.
For the periods after 1980, we had to determine
what fraction of the coal needed for coal-fired
generation in the NGP market area w ill come from
that area. One approach is to assume that since the
market for NGP coal is defined in terms of where
NGP coal has a cost advantage, all coal-fired
electric generation will be supplied by NGP coal.
However, our market boundaries only establish a
line at which NGP coal is as cheap as midwestern
coal. Given the uncertainties involved in future
actual production costs, transportation costs, and
costs of flue gas desulfurization equipment, it
would be more accurate to picture a broad area
where the two coals are equally costly to use. This
area includes the populous industrial states of
Michigan, Indiana, Illinois, Wisconsin, and Texas.
Using this broad area, we can see that there is
significant room for alternative cost-minimizing
calculations by the utilities or room for real
discretion in choosing between coal sources. To
reflect this possibility, we assumed that only a
certain share of coal demand in the NGP coal
market area would go to the NGP states. This share
was calculated by looking at the existing contracts
for delivery of NGP coal to utilities in the NGP coal
market area in 1980. This amount of coal was then
compared to the total amount of coal needed to
generate electricity in the market area. Thus, the
1980 contract-based share of the market that would
go to the Northern Great Plains was determined. If
electrical consumption grows at 3 percent per year,
we found that the firm 1980 contracts are 77 percent
of our estimate of the total demand for coal in the
larger market area. At a 5 percent growth rate, the
1980-based contract share is 67 percent. We
assumed these shares would remain constant
beyond 1980.
Using these assumptions,14 figures 2 and 3
indicate the im pact o f m a rk e t-d e fin in g
assumptions about pollution control requirements
on the demand for NGP coal. Figure 2 shows the
effects of a “ moderate” (3 percent) rate of growth
in electric consumption, and figure 3 does the same
for a higher (5 percent) rate of growth. As noted,
the 1980 result is based on the minimum coal
tonnage indicated by existing contracts. Note that
demand for NGP coal in 1985 will be lower than

Figure 2
The Effect of Different Pollution Control
Requirements on Demand for NGP Coal for
Electric Generation (3% annual growth
in electric consumption)

Figure 3
The Effect of Different Pollution Control
Requirements on Demand for NGP Coal for
Electric Generation (5% annual growth
in electric consumption)

14An additional assumption concerns the choice by electrical
utilities of coal vs. other fuels such as oil, gas, or nuclear.
This is another complex aspect of the larger study; suffice
to say that for this case we have assumed that coal will
provide a constant share of total energy consumed by
utilities (based on 1973 figures).
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current contracts unless flue gas desulfurization is
required on all coal-fired plants. Permitting
supplementary control systems on existing plants,
but requiring flue gas desulfurization on new
plants, still decreases the demand for NGP coal to
levels below existing contracts. Again, electric
utilities clearly assume that flue gas desulfurizatoin
will be required on all coal-fired plants.
While this forecast is for all three Northern Great
Plains states, state-specific projections can be easily
derived. Table 4 summarizes the coal contract data
by state of origin. (The contract estimate is more
Table 4
Northern Great Plains Coal Contract Data Summary
Production Estimate 1980 by State of Origin
State of
Origin
Montana
Wyoming
North Dakota

I

■

Mine Production
Estimate
(Million tons)
56.92
101.30 (min.)
143.50 (max.)
24.67
27.47 (max.)

Contract
Estimate
(Million tons)
37.52
95.26 (min.)
105.21 (max.)
13.92

appropriate than the production estimate for our
purposes.) In 1980, Montana w ill supply 38 m illion
tons or 27.6 percent of all NGP coal contracts;
Wyoming has 62.1 percent and North Dakota 10.3
percent. If it is reasonable to assume that similar
shares w ill be supplied beyond 1980, Montana will
probably supply 38-47 m illion tons in 1985 and 5583 million tons in the year 2000 (based on figure 3).

I Summary and conclusion

require flue gas desulfurization and/or low sulfur
coal for both new and existing coal-fired electric
generating plants, NGP coal w ill be competitively
priced in a tw e n ty-o n e -sta te m arket. If
supplementary control systems such as tall stacks
and/or intermittent control systems are permitted
in place of flue gas desulfurization, NGP coal will be
competitive in a much smaller, thirteen-state
market, eliminating much of the midwest and
south-central regions of the United States. Current
contracts fo r NGP coal indicate that the electric
power industry expects flue gas desulfurization to
be required on all coal-fired plants. If flue gas
desulfurization is not required, the demand for
NGP coal w ill not approach the levels indicated by
current contract^ (136 m illion tons per year) in the
1980-85 period and probably would not reach those
levels by the year 2000.
The most likely level of NGP coal development is
136 m illion tons per year by 1980,140 to 170 m illion
tons per year by 1985, and 200 to 300 m illion tons
per year by the year 2000. For comparison, in 1975
the projected level of mining was 52 m illion tons.15
The authors would like to emphasize that they have
projected likely levels of development. Quite
another question, which we have not addressed, is
whether the “ likely” levels of development are in
the best interest of the states involved or in the best
interest of the country as a whole. This question
would require, at the very least, analysis of the
productivity of existing vs. reclaimed lands,
implications for water resources, the possibility of
alternatives such as energy conservation, and the
social and economic impact of development on the
NGP region.
□

The demand for Northern Great Plains coal is very
sensitive to air pollution control regulations. If
federal and state air pollution emission regulations
M O N T A N A BUSINESS Q U AR TER LY/S um m er 1976

15Northem Great Plains Resource Program Summary Report,
Effects of Coal Development in Northern Great Plains
(Denver, Colo.: Northern Great Plains Resource Program,
April 1975), p. 26, the "intermediate development profile.”
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Montana County Population
Estimates 1974 and 1975
C o n tin u in g its work in providing intercensai
population estimates for Montana's counties, the
University of Montana Bureau of Business and
Economic Research has released the latest series of
estimates for 1974 and 1975. The Bureau began this
work in 1969, about the same time that the U.S.
Bureau of the Census was establishing its FederalState Cooperative Program for Local Population
Estimates—a cooperative program between the
Census Bureau and the individual states for the
development and regular publication of county
population estimates for each state for the years
between the decennial censuses. The Bureau of
26

Business and Economic Research was subsequently
designated by the Governor as the participating
agency for Montana.
The 1974 and provisional 1975 estimates for
Montana counties and standard metropolitan
statistical areas (SMSAs), presented in the
accompanying tables, are the fourth in the series of
official estimates released through the program.
The earlier estimates from the program were
presented in the Summer 1973, Spring 1974, and
Summer 1975 issues of the Montana Business
Quarterly.
These annual estimates are based on estimates

SUSAN SELIG W ALLW ORK
Susan Selig Wallwork is a Research Assistant in
the Bureau of Business and Economic Research
and is Project Director of the Bureau's work in
the Federal-State Cooperative Program for
Local Population Estimates.

developed using three different methods. Initially,
two methods were used—the Regression Method
and Component M ethod II, which were tested
against the 1970 census and selected on the basis of
the results of those tests. A third estimating
procedure, the Administrative Records M ethod,
was introduced last year and has subsequently
been tested against recent special censuses.
(Special censuses were conducted in five Montana
counties; those results are presented later in the
article.) Thus, the final July 1, 1974, estimate for
each county is based on an average of the figures
derived using the following three methods:
1. Regression Method (ratio correlation). In this
method a m ultiple regression equation is used
to relate changes in several different data series
to change in the population distribution. Using
this technique, the change in the proportion of
the state's population in a particular county is
related to the change in th a t co unty's
proportion of the state total for each of several
data series, such as births, deaths, and the like.
The functional relationship thus established
between population and each of the various
indicators (births, deaths, etc.) is expressed as an
equation in which the current data in each series
are then used to estimate the proportion of the
current total state population held by that
county; the same procedure is followed for each
of the fifty-six counties. The data series used in
the Regression Method for Montana are births,
deaths, elementary school enrollment, and the
num ber o f auto m o biles assessed. The
prediction equation for the 1970s is based on the
relationship established between population
and these data indicators during the previous
decade.
M O N T A N A BUSINESS Q U AR TER LY/S um m er 1976

2. Census Bureau's Component Method II. With
this procedure, the various components of
population change are estimated separately and
then are combined with the base year data to
generate the estimates of the population in the
estimate year. The two main components of
population change are natural increase and net
migration: this method uses vital statistics (births
and deaths) to measure the natural increase and
elementary school enrollment to estimate net
migration between the base year and the
estimate year. The resulting estimates are
specific to the civilian population under sixtyfive years of age. Medicare statistics are used as a
basis for estimating the resident population
sixty-five years of age and over. To these
estimates o f the civilian resident population are
added estimates of the resident military
population, based on military station strength,
to derive an estim ate of to ta l resident
population.
3. Administrative Records Method. This newer
method uses administrative records (in this case.
Federal individual income tax returns) to
estimate civilian intercounty migration; in
a d d itio n , as in the co m p o n e n t m ethod
discussed above, vital statistics (births and
deaths) are used to measure natural increase. In
estimating intercounty migration, tax returns
are matched by Social Security number in the
base year and the estimate year to determine the
number of persons whose county of residence
changed during the period. A net migration rate
based on the number of taxpayers changing
residence is derived, and this rate is then
assumed to apply to the total population. By
excluding data relating to persons sixty-five
27

Table 1
Estimates of the Population of Montana Counties
July 1, 1974 and July 1,1975
Resident Population
July 1,
1975
April 1,
(ProviJuly 1
1970
sional)
1974
(Census)
MONTANA

7^8,000

738,000

Beaverhead
Big Horn
Blaine
Broadwater
Carbon

8,300
10,900
6,800
2,800
7,700

8,400
10,500
6,700
2,700
7.700

8,187
10,057
6.727
2,526
7.080

100
900
100
300

Carter
Cascade
Chouteau
Custer
Daniels

1,900
84,700
6,200
12,000
3,000

1.900
84,700
6,300
12,100
3,100

1,956
81,804
6,473
12,174
3.083

-100
2.900
-200
-200
-100

10,400
15,200
4,000
12.900
44,300

10,900
15,300
3.900
12,800
42,800

11,269
15,652
4,050
12,611
39.460

Gallatin
Garfield
Glacier
Golden Valley
Granite

-900
-400
(2)
300
4,800

38,800
1,600
11,600
900
2,700

36,800
1.700
11,300
900
2.700

6.300
-200
800

Hill
Jefferson
Judith Basin
Lake
Lewis and Clark

32,505
1.796
10,783
931
2,737

17,900
7.300
2.700
17.000
36,900

17,700
6,700
2,600
16,500
36,300

17,358
5,238
2,667
14,445
33,281

500
2,000
100
2,500
3,600

2,500
15.800
2,700
5.800

2.300
16,800
2.700
5.700
2,100

2.359
18,063
2,875
5,014
2,122

100
-2.300
-200
800
100

3.500
65,200
4,200
11.900
700

500
8,300
300
800
(z)
100

Dawson
Deer Lodge
Fa-1Ion
Fergus
Flathead

%

Liberty
. Lincoln
McCone
Mad1son
Meagher

2 ,2 0 0

694,409

Population Change
1970-1975
Number
Percent
54,000

600

(Z)

-100

Mineral
Missoula
Musselshell
Park
Petroleum

3,500
66,600
4,100

Phillips
Pondera
Powder River
Powel1
Prairie

5.500
6,900
2,300
7,400
1.900

5.300
6,700
2,300
7.200
1,800

2,958
58.263
3,734
11.197
675
5.386
6,611
2.862
6,660
1.752

18,500
9.700
8 ,1 0 0

17,600
9.900
10,200
7.800
7.800

14,409
9.837
10,365
6,032
7.093

4,100
-100
-400
2,600
1,000

5.400
43,300
5,300
3,000
6,500

5.400
43.100
5,100
3.000
6,400

5,779
41,981
4.632
2.980
6.116

-400
1.300
600
(z)
400

I ° ° ,e

5.400

5.400

5,839

I r M * Ure

>.200

1,200

1 069

-500

Rava111
Richland
Roosevelt
Rosebud
Sanders
Sheridan
S11ver Bow
Stl11water
Sweetgrass
Teton
V* ,,#y

^ * at,and
v

Ye lowstone
Yellowstone National Park

1 2 ,0 0 0

700

S

1 0 ,0 0 0

8,600

>3.300
2,300
,,50°

97.400
100

13.100
2,500
>.500

95.600
100

11 471
1,465
87
367
64

300

-500
800
100

200

1,800
-2 0 0

(z)

1 0 ,1 0 0

7 ,8

1 .8
8 .8
1 .0
1 1.9
8 .8

Components of Change, 1970-1975*
Net Migration
Births
Deaths
Number
P e rc e n t
63.000

35.000

700

500
500
400

26,000
(Z)

3 .8

500

600

700

-0 .4
2 .2
-2 .8
8 .3
1 0 .1

3.S
-3 .8
-1 .2
-3 .0

100
8,000
400
1,000
200

100
3.500
300
700200

-100
-1.700
-400
-400
-100

-S .3
-2 .1
-8 .8
-3 .4
-3 .1

-8 .1
-2 .7
-0 .3
2 .0
1 2.2

1,000
1,200
400
900
3,400

400
800
200
800
2,100

-1,500
-800
-200
100
3.500

-1 3 .3
-8 .1
-5 .1
1 .1
9 .0

1 9.4
-1 2 .9
7 .4
-0 .4

2,800
100
1,200
100
200

1,200
100
600
100
100

4,700
-300
100
(Z)
-100

1 4 .3
-1 6 .0
1 .2
-2 .7
-8 .4

1 7 .8
1 0 .9

1,600
400
200
1,400
3,000

700
300
too
900
1.700

-400
1,800
(z)
2,100
2,300

-2 .1
3 8 .0
0 .4
1 4 .6
7 .0

4 .9
-1 2 .7
-6 .6
1 8 .2
3 .6

200
1,800
300
400
200

100
600
100
300
200

100
-3.400
-300
700
100

2 .7
-1 8 .8
-1 1 .3
1 4 .4
2 .6

1 8 .1
1 4 .3
8 .9
7 .3
-2 .4

300
5.400
300
900
100

100
2,400
300
800
(z)

400
5,300
300
700
-100

1 2 .1
9 .1
7 .8
6 .4
-7 .6

400
500
200
200

300
400
100
400
100

-100
100
-700
600
100

-1 .1
1 .8
-2 3 .1
8 .8
5 .4

1,100
1,000
1,100
900
600

900
500
700
400
500

3,900
-600
-900
2,000

400
3.800
300
200
500

300
2.900
300
200
400

-400
500
600
(Z)

-7 .6
1 .1
.1 2 .2
-1 .1

500
100
1.200
200
100
8,300
(Z)

300
loo
600
200
100
3.700
(Z)

-700
100
1,200
-200
(Z)
5.500
(Z)

-1 1 .2
8 .3
1 0 .3
-9 .0
-2 .4
6 .3
(2 )

- z .8

3 .0
3 8 .4
2 .1

1 .3
4 .6
-1 8 .8
1 1 .7
7 .6
2 8 .3
• -2 .1
—3 . &
4 2 .4
1 3 .S
' —7 . 1
3 .0
1 3 .8
-0 .9
6 .7
-8 .3
1 4 .2
1 6 .0
-8 .1
-0 .5
1 1 ,6
(2 )

,2 0 0

700
200

600

100

200
-2 0 0
200

800

300

8 7 .2
-8 .6
-8 .2
3 3 .9
1 1 .2

8 .1

(Z)
Notes: All the county estimates have been rounded to the
hundred without being adjusted to the state total which was Independently rounded to the
nearest thousand. The percentages, however, are based on nearest
the unrounded numbers.
Z denotes less than 50 persons or less than 0.05 percent.
Births and deaths are based on reported vital statistics from April 1,1970, to December 3 1 , 1 9 7 4 ,
extrapolations to June 30. 1975. Net migration Is
the difference between net population change and natural I ncrease
(excess of Iilrths over deaths); a with
negative figure denotes net outmigrati on.
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estimates to the 1974 estimates; these provisional
estimates were then adjusted to the provisional
1975 state estimate prepared by the Census Bureau.
The net migration estimates for the counties,
which were begun w ith the 1974 report, are based
on estimates of population change and natural
increase between 1970 and 1975. Net inmigration is
indicated when the population increase exceeds
the natural increase, and net outmigration (shown
as a negative figure) is indicated when the
population has declined or the population increase
is less than the natural increase.
It should be emphasized that the 1974 and 1975
population figures and the net migration figures
are estimates and should not be viewed with the
same confidence as the decennial census counts.
The population estimates are an average of three
figures, as noted above, and are controlled to an
independently derived state estimate (which, in
Montana's case, has historically tended to be
somewhat high). The net migration estimates, in
turn, are based on these county estimates and on
estimates of total natural increase during the
period from April 1,1970, to July 1,1975. Thus, while
they may be compared with census figures, they are
not as accurate as actual census counts.

years of age and over from the migration
co m putations, the re su ltin g p o p u la tio n
estimates are made specific to the civilian
population under the age of sixty-five. These
estimates are combined w ith separate estimates
of the population aged sixty-five and over,
which are based on Medicare statistics. Also, as
with the component method discussed above,
estimates of resident military population are
made based on military station strength data.
The resulting estimates for each county are an
average of the estimates obtained from each of the
- three methods, adjusted to agree with the July 1,
1974, state total that is prepared independently by
the Bureau of the Census. These final 1974
estimates, of course, supersede the provisional
1974 estimates published in 1975. Also, because of
revisions in the weighting of the estimates obtained
with the various methods, and because of the
introduction o f the third estimating procedure, the
current estimates may not be strictly comparable
with estimates for years prior to 1973.
The provisional July 1, 1975, estimates for the
counties were developed by adding the change
between the 1974 and 1975 Component M ethod II

Table 2
Estimatesof the Population of Montana Metropolitan Areas
and Their Component Counties
July 1,1974 and July 1,1975
Resiident Populattion
July 1,
April 1,
1975
1970
July 1
(Provi
(Census)
1974
sional)

Billings SMSA
Yellowstone County
Great Falls SMSA
Cascade County
Metropoli tan
Nonmetropoli tan

Populatioin Change
1970-■1975
Number Percent

Compo•nents of Cchange, 1970-1975*
Net Miigration
Deaths Number
Births

Percent
6.3

97, WO
97,400

95,600
95,600

87,367
87,367

10,100
10,100

1 1 .5
1 1 .5

8,300
8,300

3,700
3,700

5,500
5,500

84,700
84,700

84,700
84,700

81,804
81,804

2,900
2,900

3 .5
3 .6

8,000
8,000

3,500
3,500

-1,700
-1,700

- 2 .1
- 2 .1

182,100
565,500

180,300
556,600

169,171
525,238

40,300

12,900

7 .6
7 .7

16,300
46,800

7,100
28,300

3,800
21,800

2 .2
4 .1

6 .3

Notes: Billings SMSA is coextensive with Yellowstone County; Great Falls SMSA Is coextensive with Cascade
County. The SMSA and county estimates have been rounded to the nearest hundred; the percentages, however,
are based on the unrounded numbers.
SMSA denotes standard metropolitan statistical area, as defined and designated by the U.S. Bureau of the
Census.
aBirths and deaths are based on reported vital statistics from April 1, 1970, to December 31, 197**, with
extrapolations to June 30, 1975. Net migration Is the difference between net population change and natural
increase (excess of births over deaths); a negative figure denotes net outmigration.
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In addition to these estimates available for all the
counties, we also have post-1970 census counts for
five Montana counties. Special censuses were
conducted by the Bureau of the Census in late 1975
and early 1976; these censuses were conducted in
the same way as the decennial census is conducted,
and the resulting population figures, therefore, are
actual counts. The special census counts, and the
dates of the censuses, are:

Golden Valley
Petroleum
Rosebud
Treasure
Wibaux

Date of
Special Census

Population

September 30,1975
September 30, 1975
January 10,1976
September 30,1975
October 30,1975

927
658
9,578
1,228
1,456

The special census counts for all the counties
except Rosebud were taken into consideration by
the Census Bureau in finalizing the July 1,1974, and
provisional July 1, 1975, population estimates. In
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the case of Rosebud County, the date on which the
special census was conducted is outside the
allowable time frame for consideration. The census
data will, of course, be considered for the next run
of estimates and for revenue sharing purposes.
The state and county estimates shown in the
accompanying tables will be published in the
Census Bureau report, “ Estimates of the Population
of Montana Counties and Metropolitan Areas:
July 1,1974 and 1975,” Current Population Reports,
Series P-26, No. 75-26. Copies of this report and
subsequent reports may be obtained from the
Bureau of Business and Economic Research, which
maintains a mailing list for individuals and
organizations who wish to receive the population
estimates as they are published. Also, the first three
reports in the series (published in 1973,1974, and
1975) are still available, and we will be glad to
provide copies, upon request, as our supply lasts.

Montana County Population Estimates/Susan Selig Wallwork
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ontana's coalfields are located in the sparselysettled southeastern part of the state. Development
of the coal resource has brought new jobs and new
population to localities where mining is taking
place. The numbers of new residents are not large,
but they represent substantial, and sometimes
huge, percentage increases in the population of
the areas involved.
From the beginning, one of the concerns about
coal development in Montana has been how to
provide necessary government services for
growing populations. Since increases in tax
revenue frequently lag behind increases in the cost
of services, how would local governments cope
with rapidly-growing demands for education,
roads, and other services?
Different communities, of course, would be
affected differently, depending upon the size of
the development and its time schedule; the size of
the community and the unused capacity—if
any— o f existing g overnm ent services; the
beginning level of local taxation, the length of time
involved in getting new property on the tax rolls,
and the existence of other revenue sources.
This paper is an attempt to evaluate the fiscal
effects of recent coal development near Colstrip,
Montana, on the Colstrip school districts and on
31

Rosebud County. No city government is involved
because the co m m u n ity o f C o lstrip is an
unincorporated town with no fiscal powers. O f
particular concern w ill be the effect on the
individual taxpayer residing in the Colstrip
elementary and high school districts within
Rosebud County.
The report is limited strictly to these objectives.
The effects of coal development on other
communities and school districts in the county are
not considered, even though some of them have
been affected by what happens in the Colstrip area.
§
Sparsely-settled Rosebud County is an agricultural
area with large ranches and a history of declining
population. In 1970, the county's population was
approximately 6,000, the lowest figure reported
since its first census in 1910. Some 1,800 residents
were Indians, most of whom lived on the Northern
Cheyenne Indian Reservation, which extends
across the southern part o f the county. Aside from
coal mining at Colstrip between 1920 and the early
1950s and some oil and gas production in the
northwestern part of the county, agriculture has
been the only economic activity of any importance.
The first strip mining occurred at Colstrip after
World War I, when the Northern Pacific Railroad
(now the Burlington Northern) mined coal to fire
its locomotives. These activities ceased in the 1950s,

Population in Rosebud County
increased 59 percent from 1970
to 1976, and tiny Colstrip
took the brunt o f the impact
and strip mining was not resumed until the late
1960s when Western Energy Company, a subsidiary
of The Montana Power Company, began mining on
the old NP site (1968) and Peabody Coal Company
opened the Big Sky mine, also near Colstrip (1969).
Coal production in the area has increased rapidly,
exceeding 8 m illion tons in 1975. Most o f the coal
produced between 1968 and 1975 was for export.
Future increases will go largely for power
generation at Colstrip. Construction of two
generating plants (Colstrip I and II) built jo intly by
The Montana Power Company and Puget Sound
Power and Light Company began in 1972. Colstrip I
was completed in the fall of 1975; Colstrip II, in the
summer of 1976.
These developments caused employment and
population in Rosebud County and Colstrip to
32

Figure 1
Employment in Coal-Related Activities,
Rosebud County, 1970-1975

Note: Includes mining, construction, and generating plant
operation.
Source: Western Energy Company and estimates by author.
increase dramatically. Although some coal activity
occurred prior to 1970, reliable employment and
population figures are available only for 1970 and
later years. They show that average annual
employment in coal-related activities (mining,
plant construction, and plant operation) exceeded
1,700 in 1975, compared to only 120 five years
earlier (figure 1). Population increased accord
ingly: the 1970 census reported 6,032 persons in
Rosebud County; a special census done in January
1976 by the U.S. Census Bureau found 9,578 county
residents, representing a growth of 59 percent in
less than six years. The January 1976 figure may be
somewhat lower than the population during the
early summer of 1975, when construction activity
on Colstrip I and II was at its peak. Almost twothirds of the population increase occurred in the
Colstrip census division—an area including the
town of Colstrip and the surrounding countryside
for ten to twenty miles in each direction. That area's
population grew from 442 in 1970 to 2,682 in
"1976 a 507 percent increase. (There are no figures
for the town alone.) All parts o f the county except
the northwest corner experienced substantial
increases from 11 to 41 percent. The Forsyth area
(Forsyth is the county seat) grew 41 percent, from
2,156 to 3,046 residents. But tiny Colstrip took the
brunt of the impact (figure 2).
C o ls trip , M o n ta n a : A Case Study /M a xin e C. Johnson

Figure 2
Population Changes in Rosebud County,
April 1, 1970-January 10,1976

dollars to operate their county government in fiscal
1966. Combined school expenditures in the two
Colstrip districts were under $150,000. By fiscal
1975, county expenditures had more than
quadrupled, amounting to over $1.8 m illion, and
school costs exceeded one m illion dollars, or over
seven times the 1966 figure.
Population growth related to coal development
was a major cause of these increases, but another
factor also was at work: inflation. Table 1 compares
increases in county and school expenditures in
current and constant dollars. The constant dollar
expenditures were derived by applying the U.S.
Department o f Commerce's im plicit price deflator
for state and local government purchases of goods

In 1972 dollars. Rosebud County's
spending for county purposes
rose about 126 percent between
fiscal 1966 and fiscal 1975
Source: U.S. Bureau of the Census, 1970 Census of Population,
Numbers of Inhabitants, Montana, and unpublished data from
special census conducted January 10,1976.

Population growth and inflation
bring skyrocketing costs
Public services have always been limited in
Rosebud County; they still are. Nevertheless, the
demand for basic services ballooned as population
increased. Because Colstrip is an unincorporated
community, services to its residents are provided
by Rosebud County and the Colstrip elementary
and high school districts. Housing, commercial
facilities, and most basic municipal services
—streets, water and sewer facilities, etc.— have
been provided by Western Energy and The
Montana Power Company. The companies
currently are in the process of disposing of their
town properties. Once this is accomplished,
Colstrip residents may choose to become an
incorporated community with budget and taxing
powers.
In describing the effects of coal development on
local government, we shall use fiscal 1966 as the
base year. Coal development had not yet begun;
Colstrip was the site of a school and a few hundred
residents; and, except for declining oil production
in the northwestern part of the county, agriculture
was almost the only economic activity. Nothing
much ever happened in Rosebud County or in
Colstrip. It cost taxpayers less than half a million
M O N T A N A BUSINESS Q U AR TER LY/S um m er 1976

and services. The price deflator is a national index,
and we don't know whether prices and wages rose
more or less rapidly in Rosebud County than in the
United States as a whole, but the deflated figures do
give a more accurate picture of the real increase in
the volume of services provided by local
governments.

Table 1
'increases in Expenditures by Rosebud County
for County Purposes and by the Colstrip
School Districts, in Current and
Constant (1972) Dollars
Fiscal Years 1966-1975
Percent liicrease in
Constant
(1972)
Current
Dollars
Dollars
Rosebud County
Colstrip Public Schools
Elementary District
High School District

320
634
936
459

126
302
467
206

Note: Expenditure figures include current operating expenses
and payments on debt plus generally small amounts of current
funds for capital outlay. In fiscal 1975, however, the county spent
$469,547 for airport improvements and $107,348 for a grandstand
while capital outlay for buildings for the elementary school
amounted to $91,000 and for the high school $59,000.
Sources: County Clerk's Annual Reports to State Examiner,
Fiscal Years Ending June 30, 1966 and June 30,1975, and Annual
Reports of School Trustees to County Superintendent of Schools
by Elementary and High School Districts 19 for years ended June
30, 1966 and June 30, 1975.
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Stated in 1972 dollars. Rosebud County's
spending for county purposes rose something like
126 percent between fiscal 1966 and fiscal 1975, as
opposed to the 320 percent increase indicated by
current dollar figures. School expenditures rose
302 percent rather than 634 percent, with the
largest increase in the elementary district; its
enrollment increased much more rapidly than did
the high school's.
But even after deflation these increases in total
expenditures are very large. Let's look first at where
the increases occurred, then at how they were
financed and how they affected the individual
taxpayer.

Law enforcement, roads and bridges
are big items in county spending
Table 2 breaks county expenditures down into
several major categories for fiscal 1966 and fiscal
1975. County expenditures for education (except
for the office of the county superintendent of
schools) are excluded. County school expenditures
in the Colstrip districts are included with Colstrip
school expenditures, to be discussed later.
It should also be noted that many of the services
usually provided by county government are
provided for the Indian population on the
Northern Cheyenne Reservation by the Bureau of
Indian Affairs and/or the tribal government.
The figures are taken from annual reports filed
with the State Examiner by the county clerk. They
Table 2
Expenditures for County Purposes
Rosebud County
Fiscal Years 1966 and 1975
Purposes
Total operating
expenditures and
payment on debt
General government
Roads and bridges
Law enforcement
Health and welfare
Agricu Iture-related
Other and non-allocable
Payments on county
indebtedness

1965-66

1974-75

$449,245 $1,888,953
131,637
268,762
143,508
378,163
46,645
224,911
60,218
131,036
23,605
65,738
42,701
752,896
931

67,447

Percent
Increase

320
104
164
382
118
178
1,663
7,144

Note: Figures include capital outlay from current funds,
including $469,547 for airport improvements and $107,348 for a
grandstand in 1975. These figures are included in "other and
non-allocable."
Source: County Clerk's Annual Report to State Examiner, Fiscal
Years Ending June 30, 1966, and June 30, 1975.
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have not been converted to constant dollars
because the price d e fla to r w o u ld not be
appropriate for individual expenditure categories.
Nevertheless, the influence of inflation should be
kept in mind.
First of all, the very large increase for "'other and
non-allocable" purposes is caused by almost
$577,000 in capital expenditures: $469,547 in airport
im provem ents and $107,348 in grandstand
construction. These items are included here
because they were paid for by current funds,
m o s tly fro m th e fe d e ra l g o v e rn m e n t.
Unfortunately their inclusion tends to distort the
expenditure pattern as it relates to operating costs
for county government. If we ignore these capital
expenditures, two governmental functions—law
enforcement and roads and bridges—accounted
for more than half (52 percent) o f the total increase
in dollars spent for county operating expenditures.
Law enforcement expenditures also showed the
most rapid increase—382 percent over the nineyear period. Included in this category are
expenditures by the county attorney, district court,
and justices of the peace, as well as the sheriff's
office and other law enforcement activities. Rapid
population growth frequently is accompanied by
increased crime, delinquency, and other anti
social behavior. This has been true in Rosebud
County and Colstrip. Whether the incidence of
such behavior is unusually high is a matter of
speculation and to my knowledge has not been
well documented.
There are not many public roads in large, sparsely
settled Rosebud County, and most of them were
not constructed to accommodate the kind of traffic
they now serve. Nearly all observers describe roads
in the area as in poor condition, despite the fact
that a good share of the total spending for county
government operating purposes (about 30 percent)
went for the maintenance of roads and bridges and
the operation of county shops during most of this
period. The increase in spending for these
purposes amounted to 164 percent.
State government, of course, is responsible for
state highways in the county (with federal help),
and roads in the town of Colstrip were constructed
and are maintained by Western Energy and
Montana Power.
Although there also has been much discussion as
to the effect of rapid population growth on health
and welfare expenditures, the influence on county
spending has been quite modest—an increase of
just under $71,000, or 118 percent, over the nineyear period. This is partly because the state and
C olstrip, M o n ta n a : A Case S tud y/M ax/n e C. Johnson

federal governments took over some welfare
programs during the period.
Public health services traditionally have been
limited in rural areas such as Rosebud County, and
they appear still to be inadequate there. There are
only two hospitals, one on the reservation serving
Indian residents, and a 26-bed county-owned
hospital at Forsyth, serving the general public.
Other health services are equally limited.
Rosebud C o u n ty operates its w e lfa re
department in cooperation with neighboring
Treasure County. The usual programs— including
general relief, aid to dependent children,
Medicaid, and food stamps—are provided. The
counties pay only a part of the total costs; much of
the fu n d in g comes th ro u g h the M ontana
Department of Social and Rehabilitative Services
from state and federal sources.
So many changes in welfare programs and
benefits occurred during the period that total
welfare payments are not an appropriate measure
of changes in the welfare burden. However, the
number of Rosebud County families receiving aid
under the Aid to Dependent Children program
increased 75 percent between fiscal 1966 and 1975,
while the number of ADC families in the state was
increasing 253 percent.
Spending for general government—for the
county commissioners, clerk and recorder,
treasurer, assessor, superintendent of schools, and
for a number of other activities—showed the
smallest percentage increase over the period.
Spending for agricultural purposes (extension,
weed control, etc.) increased substantially,
suggesting that farmers and ranchers continue to
exert influence on county affairs.
The “ other” category in table 2 includes nonallocable costs such as co u n ty b u ild in g
maintenance, payment to industrial accident,
social security, and the public employees'
retirement fund, and, in 1975, some $18,000 in
federal funds under the Emergency Employment
Act, as well as the $577,000 of capital expenditures
referred to earlier.
In general, capital expenditures have been
modest and, for the most part, not financed by
county tax funds. Since 1966, a hospital, library,and
a grandstand have been constructed, and the
airport has been improved. Only the hospital,
constructed in 1973 and 1974 at a cost of $1.4
million, required long-term financing. Although a
good share of the cost was paid by the federal
government, bonds in the amount of $658,000 were
sold by the county to finance its share of the cost.

The library (1971) and the airport improvements
were financed mostly through grants; the
grandstand (1975) was paid for with revenue
sharing funds.
Debt servicing, although it showed a huge
percentage increase, has not been a large part of
total expenditure.

and federal revenues help ease
the county's burden

S ta te

Where did the increased revenues for county
government operation come from? The largest
single source of local revenue, of course, is the
property tax. According to state law, taxable
property includes real estate and personal
p ro p e rty, in c lu d in g a g ric u ltu ra l products,
livestock, business inventories, farm and industrial
machinery. M ining machinery, structures, and
appurtenances are taxed, with taxable valuation
specified as 30 percent of “ full and true value.”
Because of the difficulty of valuing mineral-bearing
properties, they have traditionally been taxed on
their net proceeds, at 100 percent of value. The 1975
legislature changed the net proceeds tax on coal to
a gross proceeds tax. In this analysis, however, we
are dealing with the old net proceeds tax.
The taxable val ue of property in Rosebud County
increased from $11 m illion in fiscal 1966 to $25.7
million in 1975 and then jumped to $43 m illion in
1976 (table 3). The largest increase ($13.8 million)
between fiscal 1966 and 1976 occurred in local
property of public utilities, reflecting the two new
generating plants. Net proceeds and royalties
increased $9.4 m illion in taxable valuation; most of
the increase ($7 million) was due to increased oil
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and gas production, with $2.3 million attributable
to coal. The valuation of all property except
utilities—farms and ranches, livestock, residences,
motor vehicles, personal property, mining
machinery, etc.—was up $9 million. A good share
of this increase was due to coal development
activity. One interesting development within this
category involves a 130 percent increase
(amounting to $1.4 million) in the taxable valuation
of livestock between 1966 and 1975, the result of a
176 percent jump in average value per head. (No
figures are available for 1976.) This very substantial
increase per head resulted in higher taxes for
livestock owners, but it was not unique to Rosebud
County and it had nothing to do with coal
development.

Property tax collections for
county purposes increased
133 percent between 1966 and
1975, but other sources of
income grew 1,059 percent
Property tax collections increased 133 percent
between 1966 and 1975, but other sources of
income grew an astounding 1,059 percent—rising
from $118,000 to $1,375,000. Montana counties
have tra d itio n a lly received incom e from
automobile registrations, fees, licenses, fines, land
rentals and royalties, in-lieu payments, county fair
receipts, and so forth. These revenues rose
gradually after 1968, but the big increases occurred

Table 3

Property Classification 1965-66 1974-75 1975-76
Total valuation $11,052,954 $25,666,2% $42,957,995
All property
except utilities
6,272,512 13,145,212 15.346.060
Local property of
public utilities
Public utilities allocated 73,286 3,671,729 13,829,219
by state
2,489,384 2,205,543 2,173,598
Net proceeds
and royalties
2,217,772 6,643,812 11,609,118
Oil and gas
2,217,772
3,779,732 9,290,878
Coal
0
Other
0 2,864,0800 2,259,429
58,811
Source: Biennial Reports o f the M ontana State Board o f
Equalization fo r the Period July 1, 1964 to June 30, 1966, and
Department of Revenue, unpublished data.
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Figure 3

Note: See Table 4 for breakdown of "other revenues."
Source: C o u n ty Clerk's Report to State Examiners, Fiscal Years
Ending June 30, 1966-June 30, 1975.

beginning in 1973 in the form of federal revenue
sharing and federal grants, oil royalties, and coal
mines license tax receipts.
Figure 3 pictures the increase in property tax
receipts and the dramatic rise in other revenues. By
fiscal 1975, revenues from o th e r sources
substantially exceeded property tax collections.
Table 4 gives the amounts received from various
sources that year. Among the notable figures in the
table is the almost $250,000 in land rentals and
royalties, most of which represents oil and gas
royalties from lands on which the county owns the
mineral rights. These receipts fortuitously began to
increase in fiscal 1974 as oil activity expanded. The
county also received $216,000 in coal mines license
tax funds in 1975. This is a state tax, but the Montana
legislature has specified that $.03 per ton, or 4
percent of the tax revenue per ton, whichever is
higher, is to be paid to the county where the coal
was mined.
The 1975 legislature provided that 27.5 percent of
the total revenue from the coal license tax should
go to a local impact and education trust fund
account and 10 percent to a coal use and highway
im provem ent account. Both accounts are
administered by the state. Beginning in fiscal 1976,
Rosebud County was eligible for money from these
accounts.
Without state and federal revenues, property tax
collections and mill levies in Rosebud County
would have risen far more than they did.
C olstrip, M o n ta n a : A Case S tu d y/M a x/n e C. Johnson
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Table 4
Sources of Revenue for County Purposes
Rosebud County, Fiscal 1975

Source of Funds

Total revenue for operating
and debt retirement
Property taxes
Other revenue, total
Fees, licenses, fines, collections, etc.
Automobile registration
Interest and penalties
Gifts and grants*
Federal revenue sharing
Coal mines license tax
Tax deed, land rentals and royalties
All other

1974-75

$2,299,712
924,589
$1,375,121
72,260
69,775
161,972
416,744
134,652
216,185
246,940
56,593

Note: The difference in the total revenue figure of $2,299,712 in
this table and the total expenditure figure of $1,888,953 in table 2
is explained by an increase of about $0.5 million in the county's
cash balance between July 1,1974, and June 30,1975.
includes $382,788 for capital expenditures at airport and
$55,494 for hospital building.
Source: County Clerk's Annual Report to State Examiner, Fiscal
Year Ending June 30, 1975.

County. (The median is the middle value, so in fiscal
1972 half the counties in Montana had levies of
more than 49.82, and half had lower levies.) In 1976,
only one county in the state (Musselshell) had a mill
levy lower than Rosebud County; the median that
year was 49.96 mills, compared to 24.05 for
Rosebud.
The above evaluation says nothing about
changes in quality of county government services;
such changes are not easily quantified. A fair
judgment seems to be that services provided by the
Rosebud County government remain limited. A
few services, such as senior citizens' programs,
have been added; some services, such as county
roads, have declined in quality, but most probably
are as adequate as they were pre-coal. It is worth
noting that natives of the area do not necessarily
regard minimal governmental and social services as
a hardship. Newer residents may exert more
pressure for expanded services.

Nevertheless, substantial increases in mill levies did
occur between 1966 and 1972, before taxable
valuations began to re fle c t the new coal
development and before state and federal
assistance and other revenues became available in
significant enough amounts to make a difference.
Figure 4 pictures the relationship among taxable
valuation and expenditures and mill levies for
county purposes from fiscal 1966 to fiscal 1976.
Taxable valuation began to reflect coal activities in
fiscal 1971, as net proceeds from coal mining,
mining equipment, and other new properties were
added to the tax base. In 1973, net proceeds from
oil and gas reversed their pattern and began to
increase rapidly, and in 1975 and 1976 the two
electric generating plants under construction
began to come on the tax rolls. As a result, after
1971 increases in total taxable valuation pretty well
kept pace with increases in spending, except in
1975 when the large capital expe n ditu re s
mentioned earlier occurred. It is important to note
also that by 1973 the state and federal governments
were escalating their contributions and the county
was no longer so heavily dependent upon the
property tax. M ill levies, which had reached a high
point in 1972, began to decline. The 24-mill levy in
fiscal 1976 was the lowest in twelve years.
At its peak in 1972, Rosebud County's mill levy for
county purposes ranked eighteenth among
Montana's fifty-six counties; the median levy that
year was 49.82 mills, compared to 54.55 fo r Rosebud
M O N T A N A BUSINESS Q U AR TER LY/Sum m er 1976

School levies: high, but it
could have been worse
As everybody knows, education is the biggest
single local government expenditure. In this
analysis, we are concerned with the Colstrip
elementary district 19, which encompasses an area
approximately twenty-five miles wide and twentyfive miles long, and the Colstrip high school district
19, which includes that area plus three sparselysettled elementary districts to the south. Both
Figure 4
Total Taxable Valuation, Total Expenditures for
County Purposes, and Mill Levies for County Purposes,
Rosebud County,

Sources: County Clerk's Annual Report to the State Examiner,
Fiscal Years Ending June 30, 1966-June 30, 1975 and Montana
Taxpayers' Association, Montana Property Tax M ill Levies, 196566 to 1975-76.
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schools are located in the community of Colstrip.
The Western Energy and Peabody mines and
Colstrip plants I and II all lie within the borders of
both school districts.
Enrollment in the Colstrip schools declined
between the fall of 1965 and the fall of 1969. It
began increasing in 1970 and has risen every year
since (figure 5). By the fall of 1975, enrollment
exceeded the 1965 figure by 248 percent and the
lower 1969 figure by 311 percent.
Increasing enrollments, of course, meant larger
expenditures. As table 1 in d ica te d , to ta l
expenditures for the two districts increased 634
percent in current dollars and 302 percent in
deflated dollars between fiscal 1966 and fiscal 1975.
The fiscal 1975 figure includes about $150,000 in
capital expenditures from current funds.
Montana schools are financed by a complicated
public school foundation program. Funds are
provided according to formula by state and county

Taxpayers in the Colstrip school
districts did pay some high levies
as a result o f coal development,
but not much higher than in
the late sixties, and by 1975-76
levies were low in comparison
to most neighboring districts
government and local school districts. The formula
has changed over the years, but total school levies
(state, county, and district) still provide a measure
of the effect on the individual taxpayer's property
tax bill.
Figure 6 charts taxable valuation, expenditures,
and school mill levies paid by people residing
within both school districts. During the late sixties,
the increase in expenditures outpaced taxable
valuation growth, and mill levies rose, mostly
because the district was engaged in paying off
bonds issued for new school construction. Levies
declined in fiscal 1972 and 1973; the imposition of a
12-mill statewide levy in 1974 plus rapidly growing
enrollments caused substantial increases for fiscal
1974 and 1975. Even at the high in 1975, however,
total school levies exceeded the pre-development
fiscal 1968 levies by only 2.5 mills.
During most of the years since 1966, Colstrip
levies appear to have been high in comparison with
other districts. In 1975, of sixty-three school districts
38

Figure 5
Enrollment in the Colstrip Public Schools,
Fall 1965-Fall 1975
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Source:
Superintendent of Public Instruction and Colstrip
Public Schools.

Figure 6
Taxable Valuation, Public School Expenditures,
and Total School Levies, Colstrip
Districts 19, Fiscal Years 1966-1976

Notes: Valuation figures are for high school district 19, which
includes the elementary district. Mill levies are for taxpayers
living within both districts. In fiscal 1976, the total valuation of
high school district 19 was $24,181,043, of which $22,393,341
came from elementary district 19 and the balance from three
small elementary districts included in the high school district.
The mill levy includes statewide, county, and district levies.
Statewide levies were collected in fiscal 1974 (12 mills) and fiscal
1976 (3.9 mills).
Sources: Office of the State Superintendent of Public
Instruction and Annual Reports of the School Trustees.
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in Multi-County District 3, a district established by
state government fo r planning purposes, only
nineteen had higher total school levies than the
Colstrip districts. In 1976, Colstrip levies declined
significantly; in that year, forty-seven of the sixtythree districts had higher levies.1 O f the fifteen
districts with lower levies in 1976, eleven were in
oil-rich Powder River County.
Overall, then, taxpayers in the Colstrip school
districts did pay some high levies as a result of coal
development, but not much higher than in the late
sixties, and by 1975-76 levies were low in
comparison to most neighboring districts.
There had been problems with overcrowding,
and it was necessary to house classes in temporary
mobile classrooms. There was double-shifting one
year. Many local residents were concerned about a
decline in the quality of education. The problems
would have been more severe, however, if many
construction workers had not lived outside the
Colstrip school districts.
In 1975, voters approved $2.8 m illion in bond
issues to finance a new $1.8 m illion elementary
school and renovate the high school. Future
increases in taxable valuation, reflecting the
completion of the two generating plants, will
contribute toward paying o ff that debt. And, as
mentioned above, more state aid w ill be available
from the state's local impact and education trust
fund.

The overall experience
What about the overall tax burden for Colstrip
residents? Fortunately, county and school mill
levies did not always move in the same direction. In
1975, for example, the school levy increased
substantially, but the county levy declined enough
to more than offset the rise. Thus, the total mill levy
(state, county, and district) for the years since 1966,
shows much less dramatic changes than do the
county or school levies (figure 7). Indeed, the total
levy shows a surprisingly narrow range of from
106.59 to 143.00 mills (34 percent), with the high in
1969 occurring before much coal activity was in
progress. As the chart shows, levies also were high
in fiscal 1970 and 1971 and again in 1974 and 1975, as
Colstrip I and II were under construction.
Nevertheless, taxpayers in many school districts in

’The counties in Multi-County District 3 are Carter, Custer,
Fallon, Powder River, Rosebud, and Treasure.
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Figure 7
Total Mill Levies Paid by Taxpayers
Residing in the Colstrip Elementary and
High School District, Fiscal Years 1966-1976
(ratio scale)

Source: Montana Taxpayers' Association, Montana Property Tax
M ill Levies, 1965-66 to 1975-76.

Rosebud and neighboring counties have paid
higher total levies than Colstrip residents in recent
years— including taxpayers in areas where no
development and little population change has
occurred and where there were few prospects of
easier times ahead.
Thus concludes this case study of the fiscal affairs
of one small area which experienced rapid
economic growth. As I indicated at the beginning,
the Colstrip experience is not necessarily typical of

The Colstrip experience is not
necessarily typical of other areas
other areas. The coal development at Colstrip
involved a capital-intensive industry—power
generation—which greatly enhanced the property
tax base. Coal mining is a heavily taxed industry in
Montana, and state law provides for rather
generous assistance to the counties where mining
is located. O ther economic development involving
similar increases in population might generate
fewer taxes and create greater fiscal problems.
Assistance from the state and federal governments
might be less generous, and other revenues might
increase less rapidly.
And finally, local government finance is only one
aspect—although an important one—o f the
changes involved in all types of rapid economic
growth.
E
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editor Joyce Zacek interviews LARRY GIANCHETTA

THE MONTANA
MBA PROGRAM:
Producing Leaders
for B usiness
Larry Gianchetta is Assistant Professor of Management in the School
of Business Administration at the University of Montana in Missoula.
Q . The School of Business Administration has
recently completed a survey of the Master of
Business Administration (MBA) graduates since the
program was started at the University of Montana
in 1967. Before we examine the results of the
survey, please describe what the MBA program
covers and how long it takes to complete.
A.
The program is designed for two types of
backgrounds. If the undergraduate degree is not in
business then the MBA program is essentially a
two-year program. The first year is what is called the
preprofessional part and requires the student to
cover the basic courses in business—typically some
accounting, a course in statistical methods, and a
quick introduction to the other basic disciplines
such as human relations, management, marketing,
finance, and business law. This 36-credit-hour
curriculum takes three quarters to complete. With
this background those students w ith o u t
undergraduate degrees in business acquire a
foundation similar to those who have degrees in
business. Once this is completed, or if the student
has a bachelor's degree in business, then he or she
qualifies for the professional MBA program.
The professional part of the program is a 48credit-hour curriculum and takes four quarters to
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complete at a normal load of twelve hours per
quarter. The Master of Business Administration
degree provides a general or broad preparation for
business rather than specialization in a particular
area. However, an MBA student typically has
twenty hours of electives and seminars and often
concentrates to some extent in a special field.
In some courses the students apply basic
professional skills through case studies and
consulting activities with small firms in the Missoula
area. Recently we have shifted emphasis and are
spending more time focusing on small business
enterprises rather than on the large industrial firm.
This might be of particular interest to the Montana
businessman.
Courses required in the second-year program
include three credit hours each of research
methods, administrative accounting controls,
advanced management problems, managerial
economics, quantitative analysis, problems in
m arketing m anagem ent, business and its
environment, problems in financial management,
and international aspects of business, plus nine
credits in graduate seminars. A professional paper
may also be completed or, if not, then additional
course work must be done. A comprehensive exam
is required near the end of the program.

Q.

Does a student have to be on-campus in
Missoula to pursue the MBA degree?

scheduled to graduate in June 1976. Two of them
have already secured professional jobs. The fact
that the number of women in the program is
growing shows that women's roles in management
are growing rapidly. Some firms are looking
particularly for women to fill management
positions.

A.

An extension of the University MBA
program is housed at Malmstrom Air Force Base in
Great Falls in the AFIT (Air Force Institute of
Technology) program. Students are considered
University of Montana students and receive their
degrees from the University.
As you are aware, that program should be
opened to civilians soon, and the faculty there
anticipates that about twenty civilians w ill be
enrolled by the end of the first year. This would
constitute about 10 to 12 percent of the total
enrollment.
Regardless of which program is chosen, there is a
residency requirement that demands the student
be on either location for a minimum of twentyseven weeks including one quarter during which
the student takes at least nine credit hours.

Q.

Are most of the students residents or
nonresidents of Montana?

A.

I think it is safe to say that about half of the
students are Montana residents although we don't
have specific figures.

Q.

Q.

How many students have graduated from
the program?

A.

Since the first student graduated in 1967,
275 students have received their MBA degrees
from the University of Montana.

Q.

Do you know how many women have
participated in the program since it began here?

A.

To date we have only graduated eight
women. However, presently there are thirteen
women in the program. Four or five of them are
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Please describe the questionnaire used in
the survey. How many of the graduates responded?

A.

The faculty involved in the MBA program at
the University of Montana have always been
curious as to the kinds of jobs our graduates have
found, and wondered what geographical locations
they have wound up in. We have been concerned
because having this kind of information would help
design courses in our program to meet our
students' needs. Students coming into the program
often ask what they will be doing when they have
completed it. We needed information from our
graduates that would help us tell them what and
where the opportunities are. And, we wondered
how helpful our MBAs felt the program had been.
In attempt to answer these questions we
designed a questionnaire and sent it out to all
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people who have graduated from the program. I
think questions that were important to us in
evaluating our program were: “ Was your MBA
necessary for securing your position?” “ To what
extent was your MBA degree (education) helpful to
you in this position?” Also, from a course
construction viewpoint we asked the question:
“ Thinking about the positions you have held since
receiving your MBA, which aspects of the MBA
program in your opinion were (a) most helpful in
preparing you, and (b) least helpful in preparing
you?” Interesting from both our viewpoint and our
students' viewpoint were answers to the questions:
“ Where are you located?” and “ What is the general
level of salary associated with the position you have
obtained?”
We also asked about what other degrees or
certificates they had received beyond their
undergraduate degree, and found that 17 percent
of those responding are also certified public
accountants.
We are pleased that 60 p ercent o f the
questionnaires were returned.
Although questionnaires were sent to all MBA
graduates, the analysis of those returned was
limited to the on-campus MBAs, the reason being
that many of those people who get their MBAs
through the Air Force stay with the Air Force and
their job descriptions are circumscribed by their
military duties. The percentage of on-campus
graduates responding was 61.
Q.
What do the responses reveal about the
success of our graduates in finding appropriate
employment? It would also be interesting to know
how many stay in Montana, how stable their
employment has been, and how upwardly mobile
they are.

A.

O f those who responded, 75 percent were
placed in jobs originally that have what we classify
as professional job descriptions. What we mean by
a professional job description is one which is very
consistent with the training they receive in the
MBA program; in other words, a managerial role of
some kind. In terms of the success of finding
appropriate employment, we find that to be very
encouraging. Approximately 48 percent of our
MBA graduates are initially placed in the state of
Montana; 34 percent of them are not only initially
placed in Montana but also have a job description
that is highly consistent with the training received
in the program. Almost all those who begin work in
Montana stay in the state. A few leave, but, of those
who leave the state initially, some return here. The
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percentage of all our MBA graduates who are
presently employed in Montana is 44 percent.
Your question about upward mobility is a goocj
one. It is also tough to answer because many of oui 1
graduates are recent and haven't had much time to]
evidence upward mobility. In looking at those who1
graduated between 1967 and 1970 we find thatt
many have had three or four employers and two or ■
three jobs with each employer. In other words,
they had better be ready to move and to accept;
promotions and transfers.
Q.
go?

Where in the state do our graduates tend to

A.

As you would expect, most go to the major
urban centers.
O f those who leave the state, approximately onethird end up in California. The West Coast states
receive about half our graduates who leave
Montana, and the rest filter all over.
Q.
What are the salary ranges shown by the
answers? How do Montana salaries compare with
those that are out of state?

A.

To talk about the salary level of an MBA is
really somewhat difficult. A lot of those people are
working not only for a monthly salary; they also get
a percentage of the profits or a commission. The
respondents found it difficult to answer also
because the figure varies from year to year.
Generally their answers show that Montana salaries
tend to be a little lower, but our cost of living may
be a little lower, too.
The 1971-75 graduates reported a median salary
of around $15,000. The reason we choose median
salaries as a measure rather than average is that we
have a few graduates making a salary much beyond
the bulk. I think there are opportunities to get
salaries that are almost unlimited. One of our 197175 graduates is making over $70,000 per year.
Q.
Is there a placement service that Montana
businessmen could contact if they have positions
that could be filled by our MBA graduates?

A,

There is a placement center on campus
called the Career Planning and Placement Services.
In addition, all faculty members in the School of
Business would encourage any employer who is
concerned about a particular candidate from our
MBA program to contact us; or employers with a
specific job opening to fill may contact the Dean's
office for referral to an appropriate faculty member
for that particular field.

The Montana MBA Program /Larry Gianchetta

Q.
Do you have any general remarks about this
study and what it shows about the MBA education
offered by the University of Montana?
A.
Responses showing that 40 percent of those
replying had to have the MBA to obtain their initial
jobs and that a high percentage of those in their
upward m obility found their MBA to be very
valuable are encouraging to the faculty. We also
asked them if what they learned in the program was
helpful to what they are doing now, and 75 percent
said it was.
There is an advantage in asking people who have
left the program what they think about it because
they can be entirely free from pressure in
answering. Also, they have been on the jo b for a
while and can respond to the question about how
useful their training has been. In reading through
the comments the faculty found heartwarming the
general consensus that the students consider the
program to have been highly beneficial to them in
terms of their employment.
A lot of people wrote that while they were in the
program they felt the heavy emphasis on case work

and the concentration on working in groups was
going to be of very little benefit to them. However,
once they got on the job they found that not only
the formal education gained in working in that sort
of environment, but also the involvement in a
simulated real-life situation— interaction with their
peers, learning to work and deal with other
peo p le — was one o f th e ir most valuable
experiences.
I n terms of what the study reveals for our present
students who would like to find employment in the
Northwest, it is encouraging to them because it
gives them signals that they can very likely stay in a
geographic area they like, in a job that is desirable
to them.
The main criticism of the program, which was
expressed by about one-third of the respondents,
was that the curriculum was geared too much to the
requirements of the large industrial firm. This
comment reinforces the judgment of the faculty,
which has already led to our recent shift of
emphasis to the smaller firm. Also, about 15 percent
of the graduates reported that a specific course in
salesmanship would have been useful to them. □
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